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Mr.  Long,  from  the  Committee  on  Finance,  submitted  the  following 

REPORT 

together  with 
SEPARATE,  ADDITIONAL  VIEWS 

[To  accompany  H.R.  17550] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
17550)  to  amend  the  Social  Security  Act  to  provide  increases  in  benefits, 
to  improve  computation  methods,  and  to  raise  the  earnings  base  under 
the  old-age,  survivors,  and  disability  insurance  system,  to  make  im- 
provements in  the  medicare,  medicaid,  and  maternal  and  child  health 
programs  with  emphasis  upon  improvements  in  the  operating  effec- 
tiveness of  such  programs,  and  for  other  purposes,  having  considered 
the  same,  reports  favorably  thereon  with  amendments  and  recom- 
mends that  the  bill  as  amended  do  pass. 

I.  GENERAL  STATEMENT 

The  bill  (H.R.  17550)  as  passed  by  the  House  of  Representatives 
would  increase  social  security  benefits  by  5  percent  and  achieve  other 
reforms  of  the  cash  benefits  program.  It  would  also  make  significant 
changes  in  the  medicare  and  medicaid  programs,  generally  to  em- 
phasize cost  consciousness  in  the  operation  of  these  major  health 
programs.  Finally,  the  House  bill  would  restructure  the  financing 
provisions  of  present  law  to  insure  the  continued  solvency  of  the  old- 
age,  survivors,  and  disability  trust  fundi(the  cash  benefit  program) 
and  to  restore  a  balance  in  the  hospital  insurance  trust  fund  (under 
the  medicare  program) . 

The  committee  bill  provides  for  a  10-percent  increase  in  social 
security  benefits  and  would  increase  the  minimum  benefit  to  $100 
per  month.  Presently  the  minimum  is  $64  per  month.  It  also  provides 
for  a  new  system  of  peer  review  of  services  rendered  under  the  medi- 
care and  medicaid  programs  and  establishes  a  new  office  of  Inspector 
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General  for  Health  Care  Administration  to  monitor  those  programs 
in  the  interest  of  efficiency  and  consistency  with  Congressional  intent. 
In  addition,  it  provides  for  a  new  program  of  insuring  against  the 
costs  of  catastrophic  illness. 

The  committee  bill  also  modifies  various  provisions  of  the  House 
bill  and  adds  several  new  features  to  the  portions  of  the  bill  relating 
to  cash  benefits  and  medicare  and  medicaid. 

The  financing  features  of  the  House  bill  would  be  modified  by  the 
committee  bill  to  reflect  the  additional  funds  needed  to  pay  for  the 
higher  level  of  benefits  recommended  by  the  committee.  The  solvency 
of  the  trust  funds  is  of  great  concern  to  the  Committee  on  Finance, 
just  as  it  was  to  the  Committee  on  Ways  and  Means  of  the  House. 

In  addition  to  this  work,  the  committee  bill  adds  significant  new 
titles  to  the  House  bill.  One  of  these  recommends  enactment  of  the 
Trade  Act  of  1970,  which  accomplishes  much  needed  reform  in  our 
tariff  and  trade  laws,  including  provisions  for  relief  for  injured 
industries,  firms,  and  workers. 

Another  new  title  added  to  the  bill  by  the  committee  authorizes 
important  tests  of  various  welfare  and  workfare  plans  prior  to  enact- 
ment by  Congress  of  new  departures  in  welfare  reform.  These  tests 
relate  to  the  program  of  Aid  to  Families  with  Dependent  Children ; 
they  do  not  concern  themselves  with  the  programs  of  aid  to  the  aged, 
the  blind,  and  the  disabled.  With  respect  to  these  adult  categories,  the 
committee  bill  provides  for  a  nationwide  guaranteed  minimum  income 
of  $130  per  month  for  a  single  person  and  $200  per  month  for  a  married 
couple.  Important  changes  are  also  proposed  by  this  title  in  the  opera- 
tion of  the  work  incentive  program.  These  changes  should  help 
ease  the  trend  to  greater  and  greater  dependence  on  welfare  for  sus- 
tenance by  family  heads  who  are  able  to  work  but  are  ill-equipped  to 
obtain  jobs  today.  The  committee  bill  increases  the  Federal  commit- 
ment for  expansion  of  child  care  services,  through  an  increase  in 
Federal  matching  and  the  creation  of  a  Federal  Child  Care  Corpora- 
tion designed  to  provide  an  effective  delivery  system  for  these  much- 
needed  services. 

Still  another  title  of  the  bill  provides  for  substantial  increases  in 
pensions  to  veterans  with  non-service-connected  disabilities.  Pension 
benefits  are  related  to  need ;  as  social  security  payments  are  increased, 
the  veteran's  need  for  a  pension  decreases  although  by  a  considerably 
smaller  amount  than  social  security  goes  up.  The  amendment  in  this 
new  title  would  prevent  decreases  in  pensions  for  virtually  all  veteran 
pensioners  and  widows  under  the  current  law. 

Finally,  the  committee  bill  includes  a  new  title  containing  tax 
amendments  generally  related  to  programs  dealt  with  by  the  bill.  One 
calls  for  reporting  to  the  Internal  Revenue  Service  of  health  care 
payments  by  insurance  companies  and  similar  payments  under  the 
medicare  and  medicaid  and  other  Federal  health  programs.  Another 
upgrades  the  retirement  income  credit  to  reduce  the  disparity  in  tax 
treatment  between  persons  receiving  taxable  retirement  incomes  and 
those  receiving  tax-free  social  security  or  railroad  retirement  benefits. 

All  the  committee  amendments  are  described  more  fully  in  the  fol- 
lowing parts  of  this  report.  The  total  value  of  benefits  provided  by 
the  bill  approximate  $10  billion  in  the  first  full  year  of  operation, 
making  this  the  largest  social  insurance  bill,  in  terms  of  dollars,  that 
Congress  has  ever  acted  on. 
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A.  Social  Security  Cash  Benefits 

1.  PROVISIONS  OF  THE  HOUSE  BILL  CHANGED,  AND  NEW  PROVISIONS 
ADDED  BY  THE  COMMITTEE 

The  committee  made  a  number  of  changes  in  the  provisions  of  the 
House-passed  bill  affecting  the  social  security  cash  benefit  programs. 
In  a  number  of  cases,  the  committee  bill  would  modify  or  eliminate 
provisions  of  the  House  bill  affecting  select  groups  of  beneficiaries; 
these  changes  would  help  make  possible  a  10-percent  across-the-board 
benefit  increase  compared  with  the  5-percent  increase  in  the  House 
bill.  Other  provisions  in  the  committee  bill  include  a  $100  minimum 
benefit,  an  increase  in  the  benefits  for  widows  and  widowers/  an  age-62 
computation  point  for  men,  liberalization  of  the  retirement  test,  an 
increase  in  the  maximum  benefits  payable  to  a  family,  a  reduction  in 
the  waiting  period  for  disability  benefits,  and  other  less  far-reaching 
but  nonetheless  important  changes. 

Increase  in  Social  Security  Benefits 

Social  security  payments  to  the  nearly  26  million  beneficiaries  on 
the  rolls  at  the  end  of  January  1971,  and  to  those  who  come  on  the 
rolls  after  that  date,  would  be  increased  by  10  percent,  with  a  new 
minimum  benefit  of  $100.  (The  House-passed  bill  would  have  increased 
benefits  by  5  percent,  with  a  minimum  benefit  of  $67.20.) 

The  benefit  increase  would  be  effective  for  the  month  of  January 
1971,  but  would  not  be  paid  until  April,  and  would  mean  additional 
benefit  payments  of  $5.0  billion  in  the  first  full  year. 

Increased  Widows'  and  Widowers'  Insurance  Benefits 

Under  present  law,  when  benefits  begin  at  or  after  age  62  the  benefit 
for  a  widow  (or  dependent  widower)  is  equal  to  82 percent  of  the 
amount  the  deceased  worker  would  have  received  if  his  benefit  had 
started  when  he  was  age  65.  A  widow  can  get  a  benefit  at  age  60 
reduced  to  take  account  of  the  additional  2  years  in  which  she  would 
be  getting  benefits. 

Both  the  House  bill  and  the  committee  bill  are  aimed  at  providing 
benefits  to  a  widow  equal  to  the  benefits  her  husband  was  receiving, 
or  would  have  received.  It  was  brought  to  the  committee's  attention, 
however,  that  in  some  cases  the  widow,  under  the  House  bill,  would 
actually  receive  a  benefit  substantially  higher  than  her  husband 
received  before  his  death.  Under  the  House  bill,  a  widow  would  be 
entitled  to  100%  of  the  amount  her  deceased  husband  would  re- 
ceive if  he  became  a  beneficiary  after  reaching  age  65.  On  the  other  hand, 
if  he  actually  began  receiving  benefits  before  reaching  age  65,  his  bene- 
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fits  would  be  actuarially  reduced.  For  example,  a  man  eligible  for  $150 
monthly  if  he  retires  at  age  65  will  receive  reduced  benefits  of  $135  when 
he  retires  18  months  before  reaching  age  65.  Under  the  House  bill,  his 
widow  age  65  or  older  would  be  eligible  for  monthly  benefits  of  $150; 
under  the  committee  bill,  she  would  receive  $135,  as  did  her  husband. 
Generally,  under  the  committee  bill  the  widow  would  receive  either 
100%  of  the  benefit  her  husband  was  actually  receiving  at  the  time  of 
his  death  or,  if  he  was  not  receiving  benefits,  100%  of  the  benefit  he 
would  have  been  eligible  for  at  age  65. 

About  2.7  million  widows  and  widowers  on  the  rolls  at  the  end  of 
January  1971  would  receive  additional  benefits,  and  $649  million  in 
additional  benefit  payments  would  be  made  in  the  first  full  year. 

Effective  date. — January  1,  1971. 

Cost-of-Living  Increases 

The  House-passed  bill  would  have  provided  for  cost-of-living  in- 
creases in  benefits  and  for  related  increases  in  the  tax  base  and  in 
the  exempt  amount  under  the  retirement  test  which  would  have  sub- 
ordinated the  role  of  Congress  in  determining  benefit  levels.  The 
committee  has  revised  these  provisions  in  order  to  stress  the  role  of 
the  Congress  in  setting  social  security  tax  and  benefit  levels.  Under 
the  committee  bill,  social  security  benefits  would  rise  automatically 
in  the  event  the  cost  of  living  goes  up  and  Congress  failed  to  legislate  on 
social  security  benefits  or  taxes.  The  social  security  earnings  limitation 
would  increase  automatically  as  covered  earnings  increase.  The  full 
cost  of  these  automatic  increases  would  be  met  equally  by  increases 
in  tax  rates  and  in  the  tax  base,  with  the  function  of  determining  the 
base  and  the  rates  performed  by  the  Secretary  of  Health,  Education, 
and  Welfare.  The  committee  bill  would  provide  that  the  automatic 
benefit  increases  would  not  go  into  effect  if  in  the  year  before  the  year 
in  which  the  increase  was  to  be  effective  Congress  and  the  President 
had  approved  a  change  in  social  security  benefit  levels,  or  a  change 
in  the  schedule  of  social  security  tax  rates,  or  a  change  in  the  social 
security  tax  base. 

Age  62  Computation  Point  for  Men 

Under  present  law,  the  method  of  computing  benefits  for  men  and 
women  differs  in  that  years  up  to  age  65  must  be  taken  into  account  in 
determining  average  earnings  for  men,  while  for  women,  only  years 
up  to  age  62  must  be  taken  into  account.  Also,  benefit  eligibility  is 
figured  up  to  age  65  for  men  and  up  to  age  62  for  women.  These  dif- 
ferences which  provide  special  advantages  for  women  would  be  elim- 
inated under  the  committee  bill  and  under  the  House-passed  bill  by 
applying  the  same  rules  to  men  as  now  apply  to  women. 

The  House-passed  change  would  apply  immediately  to  those  already 
on  the  rolls  as  well  as  to  those  coming  on  in  the  future.  Under  the  com- 
mittee's bill,  there  would  be  a  gradual  transition  to  the  new  procedures 
so  that  the  provision  would  apply  only  to  those  becoming  entitled  to 
benefits  in  the  future;  the  number  of  years  used  in  determining  insured 
status  and  in  computing  benefits  for  men  would  be  reduced  in  3  steps 
so  that  men  reaching  age  62  in  1973,  and  later,  would  have  only  years 
up  to  age  62  taken  into  account  in  determining  insured  status  and 
average  earnings. 
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In  the  first  full  year,  an  additional  $6  million  in  benefits  would  be 
paid  out  under  this  provision.  Under  the  change  in  benefit  eligibility 
requirements  for  men,  some  2,000  people — workers,  their  dependents, 
and  survivors  not  eligible  under  present  law — would  be  added  to 
the  rolls  in  the  first  year. 

Effective  date. — January  1,  1971. 

Increase  in  Maximum  Family  Benefits 

The  committee  bill  provides  that  families  coming  on  the  rolls  after 
a  benefit  increase  is  enacted,  as  well  as  f  amilies  already  on  the  rolls  at 
the  time  the  increase  is  enacted,  would  foe  guaranteed  the  full  amount 
(10  percent  under  the  committee  bill)  of  the  current  and  future  gen- 
eral benefit  increases.  Under  the  committee  bill,  maximum  family 
benefits  would  range  from  1.5  to  1.88  times  the  worker's  benefit 
amount  payable  at  age  65. 

Effective  date. — January  1, 1971. 

Actuarial  Reduction  for  Women 

Under  present  law  when  a  woman  applies  before  age  65  for  a  retire- 
ment benefit  based  on  her  own  earnings,  her  benefits  are  actuarially 
reduced  to  take  account  of  the  longer  period  over  which  benefits 
will  be  paid.  If  she  subsequently  applies  for  a  wife's  benefit  after 
reaching  age  65,  her  wife's  benefit  is  also  reduced  to  reflect  the 
fact  that  she  began  to  receive  benefits  before  age  65.  The  House- 
passed  bill  would  eliminate  actuarial  reduction  in  such  cases;  the 
committee  bill  would  retain  the  provisions  of  present  law. 

Benefits  for  Divorced  Women 

The  committee  bill  retains  the  provisions  of  present  law  which 
require  that  in  order  to  qualify  for  benefits  as  a  divorced  wife,  divorced 
widow  or  a  surviving  divorced  mother  a  woman  must  show  that: 
(1)  she  was  receiving  at  least  one-half  of  her  support  from  her  former 
husband,  or  (2)  she  was  receiving  substantial  contributions  from  her 
former  husband,  or  (3)  there  was  a  court  order  in  effect  providing  for 
substantial  contributions  to  her  support  by  her  former  husband. 

The  House-passed  bill  would  delete  these  requirements. 

Waiting  Period  for  Disability  Benefits 

Under  present  law  there  is  a  six-month  waiting  period  before  a 
disabled  person  is  eligible  for  social  security  disability  insurance 
benefits.  The  committee  added  to  the  House  bill  a  provision  to  reduce 
the  waiting  period  for  disability  benefits  by  two  months,  so  that 
benefits  would  be  payable  on  the  basis  of  a  four-month  waiting  period, 
rather  than  a  six-month  period. 

About  140,000  people — disabled  workers  and  their  dependents  and 
disabled  widows  and  widowers — would  be  able  to  receive  a  benefit  for 
January  1971  as  a  result  of  this  provision.  About  $185  million  in 
additional  benefits  would  be  paid  out  during  the  first  full  year. 

Effective  date. — January  1,  1971. 
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Childhood  Disability  Benefits 

The  committee  bill,  like  the  House  bill,  would  provide  childhood 
disability  benefits  for  the  disabled  child  of  an  insured  retired,  deceased, 
or  disabled  worker,  if  his  disability  began  before  age  22,  rather  than 
before  18  as  under  present  law.  The  committee  added  a  new  provision 
to  permit  a  person  who  was  entitled  to  childhood  disability  benefits 
to  become  re-entitled  if  he  again  becomes  disabled  within  7  years 
after  his  prior  entitlement  to  such  benefits  was  terminated. 

About  13,000  people — disabled  children  and  their  mothers — would 
immediately  become  eligible  for  benefits,  primarily  as  a  result  of 
extending  the  age  limit  to  22.  About  $13  million  in  additional  benefits 
would  be  paid  out  during  the  first  full  year. 

Effective  date. — January  1,  1971. 

Disability  Benefits  Affected  by  the  Receipt  of  Workmen's 

Compensation 

The  committee  deleted  the  provision  in  the  House  bill  modifying 
the  workmen's  compensation  offset  provisions  to  raise  the  ceiling  on 
income  from  combined  workmen's  compensation  and  disability  insurance 
benefits  from  80  percent  to  100  percent  of  the  disabled  worker's  average 
current  earnings  before  the  onset  of  his  disability. 

Disability  Insurance  Benefits  for  the  Blind 

The  House-passed  bill  contained  a  provision  which  would  eliminate 
the  general  recency-of-work  requirement  for  people  who  meet  the 
definition  of  blindness  in  the  Social  Security  Act.  The  committee 
bill  revises  the  requirements  for  paying  disability  insurance  benefits 
to  blind  people.  Under  the  committee  revision,  disability  insurance 
benefits  would  be  payable  to  any  blind  person  (as  defined  in  the  law) 
who  has  credit  for  6  quarters  of  social  security  coverage,  without 
regard  to  his  ability  to  work. 

About  225,000  people,  blind  workers  and  their  dependents,  would 
become  immediately  eligible  for  monthly  benefits.  About  $225  million 
in  additional  benefits  would  be  paid  out  during  the  first  full  year. 

Effective  date. — January  1,  1971. 

Adoption  of  Child  by  Retired  or  Disabled  Worker 

The  committee  broadened  the  provision  of  the  House-passed  bill 
which  would  change  the  provisions  of  present  law  relating  to  the  pay- 
ment of  benefits  to  a  child  (other  than  a  natural  child  or  a  stepchild) 
who  is  adopted  by  a  disability  insurance  beneficiary  after  the  latter 
becomes  entitled  to  benefits.  Under  the  committee  bill,  the  child, 
adopted  when  a  disabled  or  retired  worker  is  entitled  to  benefits,  would 
be  able  to  get  child's  benefits  based  on  the  worker's  earnings  if:  (1)  the 
adoption  was  decreed  by  a  court  of  competent  jurisdiction  within  the 
United  States,  (2)  the  child  lived  with  the  worker  in  the  United  States 
for  the  year  before  the  worker  became  disabled  or  entitled  to  an  old-age 
or  disability  insurance  benefit,  (3)  the  child  received  at  least  one-half 
of  his  support  from  the  worker  for  that  year,  and  (4)  the  child  was 
under  age  18  at  the  time  he  began  living  with  the  worker. 

Effective  date. — January  1, 1971. 
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Refund  of  Social  Security  Tax  to  Members  of  Certain 
Religious  Faiths  Opposed  to  Insurance 

Under  present'  law,  members  of  certain  religious  sects,  who  have 
conscientious  objections  to  social  security  by  reason  of  their  adherence 
to  the  established  teachings  of  the  sect,  may  be  exempt  from  the  social 
security  self-employment  tax  provided  they  also  waive  their  eligibility 
for  social  security  benefits.  This  exemption  was  written  largely  to  re- 
lieve the  Old  Order  Amish  from  having  to  pay  the  social  security  tax 
when,  because  of  their  religious  beliefs,  they  would  never  draw  social 
security  benefits. 

The  committee  bill  would  extend  the  exemption  (by  a  refund  or 
credit  against  income  taxes  at  year  end)  from  social  security  taxes  to 
members  of  the  sect  who  are  "employees7'  covered  by  the  Social  Secu- 
rity Act  as  well  as  the  "self-employed"  members  of  the  sect.  The  em- 
ployee would  have  to  file  an  application  for  exemption  from  the  tax 
and  waive  his  eligibility  for  social  security  and  medicare  benefits  as 
the  self-employed  members  must  presently  do.  The  provision  specifi- 
cally provides  that  there  would  be  no  forgiveness  of  the  employer  por- 
tion of  the  social  security  tax  as  the  committee  believes  this  would 
create  an  undesirable  preference  in  the  statute. 

Trust  Fund  Expenditures  for  Rehabilitation  Services 

The  committee  added  to  the  House  bill  a  provision  to  authorize  an 
increase  in  the  amount  of  social  security  trust  fund  monies  that  may 
be  used  to  pay  for  the  costs  of  rehabilitating  social  security  disability 
beneficiaries.  The  amount  would  be  increased  from  1  percent  of  the 
previous  year's  disability  benefits  to  percent  for  fiscal  year  1972 
and  to  \}/2  percent  for  fiscal  year  1973  and  subsequent  years. 

Underpayments 

The  committee  added  a  provision  to  the  House  bill  under  which 
additional  relatives  (by  blood,  marriage,  or  adoption)  would  be  added 
to  the  present  categories  of  persons  listed  in  the  law  who  may  receive 
social  security  cash  payments  due  a  deceased  beneficiary  under  title 
II  of  the  Social  Security  Act. 

Wage  Credits  for  Members  of  the  Uniformed  Services 

Present  law  provides  for  noncontributory  social  security  wage 
credits  of  up  to  $100  a  month,  in  addition  to  credit  for  basic  pay, 
for  military  service  performed  after  1967.  The  committee  bill,  like 
the  House  bill,  would  provide  that  the  additional  wage  credits  would 
be  extended  to  service  in  the  period  from  1957  (when  military  service 
was  first  covered  under  social  security)  through  1967.  In  addition, 
the  committee  bill  would  make  a  change  in  the  way  the  additional 
credit  is  computed  from  $100  for  each  month  of  service  to  $300  for 
each  quarter  of  service.  The  additional  wage  credits  would  affect 
approximately  130,000  beneficiaries  immediately;  about  $35  million 
in  additional  benefits  would  be  paid  out  in  the  first  full  year. 

Effective  date. — January  1,  1971. 


52-149  O— 70  2 


14 


2.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  NOT  CHANGED  BY 

THE  COMMITTEE 

Special  Payments  to  People  Age  72  and  Older 

Under  present  law  the  special  payments  of  $46  a  month  for  an 
individual  and  $69  for  a  couple  made  to  people  age  72  and  over  who 
have  not  worked  under  the  program  long  enough  to  qualify  for  regu- 
lar cash  benefits.  Under  the  bill,  the  payments  would  be  increased  by 
5  percent  to  $48.30  a  month  for  an  individual  and  $72.50  for  a  couple. 

The  benefit  increase  would  be  effective  for  the  month  of  January 
1971  but  would  not  be  paid  until  April. 

Reduced  Benefits  for  Widowers  at  Age  60 

The  1965  amendments  lowered  from  62  to  60  the  age  of  eligibility 
for  widows  but  left  the  age  of  eligibility  for  dependent  widowers  at 
age  62.  The  bill  provides  that  widowers  who  have  attained  age  60  would 
be  eligible  for  reduced  benefits,  as  widows  are  under  present  law. 

Effective  date. — January  1,  1971. 

Liberalization  of  the  Retirement  Test 

The  committee  bill,  like  the  House  bill,  provides  an  increase  from 
$1,680  to  $2,000  in  the  amount  a  beneficiary  under  age  72  may  earn 
in  a  year  and  still  be  paid  full  social  security  benefits  for  the  year. 

Under  present  law,  each  $2  earned  between  $1,680  and  $2,880 
results  in  a  $1  reduction  in  benefits;  each  dollar  earned  above  $2,880 
reduces  benefits  by  $1.  The  bill  would  provide  for  a  $1  reduction  for 
each  $2  earned  with  respect  to  all  earnings  above  $2,000,  not  just 
those  between  $2,000  and  $3,200. 

For  1971  about  650,000  beneficiaries  would  receive  additional 
benefits,  and  about  380,000  persons  who  would  receive  no  benefits 
under  present  law  would  receive  some  benefits.  Additional  benefit 
payments  for  the  first  full  year  would  be  about  $404  million. 

Effective  date. — Taxable  years  ending  after  1970. 

Disability  Insurance  Benefits  Applications  Filed  After  Death 

The  committee  bill  would  permit  disability  insurance  benefits  (and 
dependents'  benefits  based  on  the  worker's  entitlement  to  disability 
benefits)  to  be  paid  to  the  disabled  worker's  survivors  if  an  application 
for  benefits  is  filed  within  3  months  after  the  disabled  worker's  death. 

Effective  date. — Deaths  in  and  after  year  of  enactment. 

Penalty  for  Furnishing  False  Information  To  Obtain  a  Social 

Security  Number 

Under  present  law,  penalties  are  not  provided  for  individuals  who 
give  false  information  in  order  to  secure  multiple  social  security 
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numbers  with  an  intent  to  conceal  their  true  identities.  This  has  led 
to  a  number  of  problems  in  private  industry  and  in  the  administration 
of  Government  programs.  Therefore,  the  committee  bill,  like  the 
House  bill,  would  provide  criminal  penalties  if  an  individual  willfully 
furnishes  false  information  with  the  intent  to  deceive  the  Secretary  of 
Health,  Education,  and  Welfare  for  the  purpose  of  obtaining  more  than 
one  social  security  number  or  of  establishing  a  social  security  record 
under  a  different  name.  Upon  conviction,  an  individual  shall  be  fined 
not  more  than  $1,000,  or  imprisoned  for  not  more  than  one  year,  or 
both. 

Other  Cash  Benefit  Amendments 

The  committee  also  deleted  the  House-passed  amendment  providing 
social  security  coverage  for  Federal  Home  Loan  Bank  employees  and 
adopted  amendments  relating  to  widows  who  remarry,  retroactive 
payments  for  certain  disabled  people,  temporary  employees  of  the 
Government  of  Guam,  policemen  and  firemen  in  Idaho  and  policemen 
in  Missouri,  certain  public  hospital  employees  in  New  Mexico,  regis- 
trars of  voters  in  Louisiana,  certain  U.S.  citizens  who  are  self- 
employed  outside  the  United  States  and  certain  part-time  and  student 
employees  of  State  and  local  governments  in  Nebraska.  Other  amend- 
ments included  in  the  committee^  bill  relate  to  the  treatment  of 
earnings  of  self-employed  people  paying  taxes  on  a  fiscal  year  basis, 
^computation  of  benefits  based  on  combined  railroad  and  social  se- 
curity earnings  and  payment  to  a  child  entitled  on  the  record  of  more 
than  one  worker. 


B.  Medicare  and  Medicaid 


1.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  NOT  SUBSTAN- 
TIALLY CHANGED  BY  THE  COMMITTEE 

Relationship  Between  Medicare  and  Federal  Employees 

Benefits 

The  committee  bill  would  require  that  effective  January  1,  1972, 
no  payment  would  be  made  under  medicare  for  the  same  services 
covered  under  a  Federal  employees  health  benefits  plan,  unless  in  the 
meantime,  the  Secretary  of  Health,  Education,  and  Welfare  certifies 
that  the  Federal  employees  health  benefits  program  has  been  modified 
to  make  available  coverage  supplementary  to  medicare  benefits  and 
that  Federal  employees  and  retirees  age  65  and  over  will  continue  to 
have  the  benefit  of  a  Government  contribution  toward  their  health 
insurance  premiums. 

Hospital  Insurance  for  the  Uninsured 

People  reaching  age  65  who  are  ineligible  for  hospital  insurance 
benefits  under  medicare  would  be  able  to  enroll,  on  a  voluntary  basis, 
for  hospital  insurance  coverage  under  the  same  conditions  under  which 
people  can  enroll  under  the  supplementary  medical  insurance  part  of 
medicare.  Enrollment  for  supplementary  medical  insurance  is  also  re- 
quired. Those  who  enroll  would  pay  the  full  cost  of  the  protection — 
estimated  at  $27  a  month  at  the  beginning  of  the  program,  and  rising 
as  hospital  costs  rise.  States  and  public  organizations,  through  agree- 
ments with  the  Secretary,  would  be  permitted  to  purchase  such  protec- 
tion on  a  group  basis  for  their  retired  (or  active)  employees  age  65  or 
over. 

Limitation  on  Recognition  of  Physicians'  Fee  Increases 

Charges  determined  to  be  reasonable  under  the  present  criteria  in 
the  medicare,  medicaid,  and  maternal  and  child  health  law  would  be 
limited  by  providing:  (a)  that  after  enactment  of  the  bill  medical 
charge  levels  recognized  as  prevailing  may  not  be  increased 
beyond  the  75th  percentile  of  actual  charges  in  a  locality  during  the 
previous  elapsed  calendar  year ;  (b)  that  for  fiscal  year  1972  and  there- 
after the  prevailing  charge  levels  recognized  for  a  locality  may  be  in- 
creased, in  the  aggregate,  only  to  the  extent  justified  by  indexes  reflect- 
ing changes  in  costs  of  practice  of  physicians  and  in  earnings  levels ; 
and  (c)  that  for  medical  supplies,  equipment,  and  services  that,  in 
the  judgment  of  the  Secretary,  generally  do  not  vary  significantly  in 
quality  from  one  supplier  to  another,  charges  allowed  as  reasonable 
may  not  exceed  the  lower  levels  at  which  such  supplies,  equipment  and 
services  are  widely  available  in  a  locality. 

(17) 
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Termination  of  Payments  to  Suppliers  of  Services  Who  Abuse 
the  Medicare  Program 

The  Secretary  of  Health,  Education,  and  Welfare  would  be  given 
authority  to  terminate  payment  for  services  rendered  by  a  supplier 
of  health  and  medical  services  found  to  be  guilty  of  program  abuses. 
Program  review  teams  would  be  established  to  furnish  the  Secretary 
professional  advice  in  carrying  out  this  authority. 

Repeal  of  Medicaid  Provision  Requiring  Expanded  Programs 

The  requirement  in  present  law  that  States  have  comprehensive 
medicaid  programs  by  1977  would  be  repealed. 

State  Determination  of  Reasonable  Hospital  Costs 

States  would  be  permitted  to  pay  hospitals  on  the  basis  of  their 
own  determination  of  reasonable  cost,  provided  there  is  assurance 
that  the  medicaid  program  would  pay  the  actual  cost  of  hospitaliza- 
tion of  medicaid  recipients. 

Government  Payment  No  Higher  Than  Charges 

Payments  for  institutional  services  under  the  medicare,  medicaid, 
and  maternal  and  child  health  programs  could  not  be  higher  than 
the  charges  regularly  made  for  those  services. 

Federal  Matching  for  Modern  Claims  Processing  Systems 

Federal  matching  at  the  90-percent  rate  would  be  available  under 
medicaid  for  the  States  to  set  up  mechanized  claims  processing  and 
informational  retrieval  systems.  Federal  matching  for  the  continu- 
ing operation  of  such  systems  would  be  at  the  75-percent  rate. 

Prohibition  of  Reassignments 

Medicare  (part  B)  and  medicaid  payments  to  anyone  other  than 
a  patient,  his  physician,  or  other  person  providing  the  service,  would 
generally  be  prohibited,  unless  the  physician  (or,  in  the  case  of 
medicaid,  another  type  of  practitioner)  is  required  as  a  condition 
of  his  employment  to  turn  over  his  fees  to  his  employer  or  unless  there 
is  a  contractual  arrangement  between  the  physician  and  the  facility 
in  which  the  services  were  provided  under  which  the  facility  bills 
for  all  such  services. 

Utilization  Review  in  Medicaid 

Hospitals  and  skilled  nursing  homes  participating  in  the  medi- 
caid and  maternal  and  child  health  programs  would  be  required  to 
have  the  same  type  of  utilization  review  committee  with  the  same 
functions  as  are  required  in  the  medicare  program.  (Any  such  com- 
mittee actually  performing  such  functions  for  medicare  purposes 
would  apply  these  to  medicaid  cases.) 
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Medicaid  Deductibles  for  the  Medically  Indigent 

Present  law  requires  medicaid  cost  sharing  provisions  for  the  med- 
ically-indigent to  vary  directly  with  the  amount  of  the  recipient's 
income. 

This  has  created  an  impossible  administrative  situation  for  States 
desiring  to  apply  uniform  reasonable  copayment  requirements  (for 
example,  50  cents  or  $1  per  prescription) . 

The  amendment  would  permit  States  to  employ  reasonable  cost- 
sharing  provisions  with  respect  to  health  services  for  the  medically 
indigent  without  requiring  variations  because  of  differences  in  income 
levels  of  different  medically  indigent  recipients. 

Terminating  Payment  Where  Hospital  Admission  Not  Necessary 

Under  Medicare 

If  the  utilization  reviewT  committee  of  a  hospital  or  extended  care 
facility,  in  its  sample  review  of  admissions,  finds  a  case  where  institu- 
tionalization is  no  longer  necessary,  payment  would  be  cut  off  after 
3  days.  This  provision  parallels  the  provision  in  present  law  under 
which  long-stay  cases  are  cut  off  after  3  days  when  the  utilization 
review  committee  determines  that  institutionalization  is  no  longer 
required. 

Role  of  State  Health  Agencies  in  Medicaid 

State  health  or  other  appropriate  State  medicaid  agencies  would 
be  required  to  perform  certain  functions  under  the  medicaid  and 
maternal  and  child  health  programs  relating  to  the  quality  of  the 
health  care  furnished  to  recipients. 

Retroactive  Coverage  Under  Medicaid 

States  would  be  required  to  cover  under  medicaid  the  cost  of  health 
care  provided  to  an  eligible  individual  during  the  3-month  period 
before  the  month  in  which  he  applied  for  medicaid. 

Certification  of  Hospitalization  for  Dental  Care 

A  dentist  would  be  authorized  to  certify  to  the  necessity  for  hos- 
pitalization to  protect  the  health  of  a  medicare  patient  who  is  hos- 
pitalized for  noncovered  dental  procedures. 

Christian  Science  Sanatoriums  Under  Medicaid 

Christian  Science  sanatoriums  would  be  exempted  from  the  medicaid 
requirement  that  they  have  a  licensed  nursing  home  administrator  and 
from  other  inappropriate  skilled  nursing  home  requirements. 

Grace  Period  for  Paying  Medicare  Premium 

Where  there  is  good  cause  for  a  medicare  beneficiary's  failure  to 
pay  supplementary  medical  insurance  premiums,  an  extended  grace 
period  of  90  days  would  be  provided. 
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Extension  of  Time  for  Filing  Medicare  Claims 

The  time  limit  for  filing  supplementary  medical  insurance  claims 
would  be  extended  where  the  medicare  beneficiary's  delay  is  due  to 
administrative  error. 

Waiver  of  Enrollment  Requirements  in  Cases  of  Administrative 

Error 

Where  an  individual's  enrollment  rights  under  part  B  of  medicare 
have  been  prejudiced  because  of  inaction  or  error  on  the  part  of  the 
Government,  the  Secretary  would  be  authorized  to  provide  equitable 
relief  to  the  individual. 

Enrollment  Under  Medicare 

Eligible  individuals  would  be  permitted  to  enroll  under  medicare's 
supplementary  medical  insurance  program  during  any  prescribed  en- 
rollment period.  Beneficiaries  would  no  longer  be  required  to  enroll 
within  3  years  following  first  eligibility  or  a  previous  withdrawal  from 
the  program.  Relief  would  be  provided  where  administrative  error 
has  prejudiced  an  individual's  right  to  enroll  in  medicare's  supple- 
mentary medical  insurance  program. 

Waiver  of  Medicare  Overpayment 

Where  incorrect  medicare  payments  were  made  to  a  deceased  benefi- 
ciary, the  liability  of  survivors  for  repayment  could  be  waived  if  the 
survivors  were  without  fault  in  incurring  the  overpayment. 

Medicare  Fair  Hearings 

Fair  hearings,  held  by  medicare  carriers  in  response  to  disagreements 
over  amounts  paid  under  supplementary  medical  insurance,  would  be 
conducted  only  where  the  amount  in  controversy  is  $100  or  more. 

Collection  of  Medicare  Premium  by  Railroad  Retirement  Board 

Where  a  person  is  entitled  to  both  railroad  retirement  and  social 
security  monthly  benefits,  his  premium  payment  for  supplementary 
medical  insurance  benefits  would  be  deducted  from  his  Railroad 
Retirement  benefit  in  all  cases. 

2.  PROVISIONS  OF  THE  HOUSE  BILL  MODIFIED  BY  THE  COMMITTEE 

Limitation  on  Federal  Payment  for  Disapproved  Expenditures 

Reimbursement  amounts  to  providers  of  health  services  under  the 
medicaid,  medicare,  and  maternal  and  child  health  programs  for  cap- 
ital costs,  such  as  depreciation  and  interest,  would  not  be  made  with 
respect  to  large  capital  expenditures  which  are  inconsistent  with 
State  or  local  health  facility  plans.  The  committee  added  a  provision 
which  would  require  States  which  apply  this  provision  to  establish 
an  appeals  mechanism  at  the  State  level  for  purposes  of  considering 
adverse  decisions. 
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Experiments  and  Projects  in  Prospective  Reimbursement  and 
Incentives  for  Economy 

The  Secretary  of  Health,  Education,  and  Welfare  would  be  re- 
quired to  develop  experiments  and  demonstration  projects  designed  to 
test  various  methods  of  making  payment  to  providers  of  services  on  a 
prospective  basis  under  the  medicare,  medicaid  and  maternal  and 
child  health  programs.  In  addition,  the  Secretary  would  be  authorized 
to  conduct  experiments  with  methods  of  payment  or  reimbursement 
designed  to  increase  efficiency  and  economy.  The  committee  added  a 
provision  which  would  allow  the  Secretary  to  include  in  such  projects 
community  mental  health  centers,  and  ambulatory  care  f  acilities. 

Limits  on  Costs  Recognized  as  Reasonable 

The  Secretary  of  Health,  Education,  and  Welfare  would  be  given  au- 
thority to  establish  and  promulgate  limits  on  provider  costs  to  be 
recognized  as  reasonable  under  medicare  based  on  comparisons  of  the 
cost  of  covered  services  by  various  classes  of  providers  in  the  same  geo- 
graphical area.  Hospitals  and  extended  care  facilities  could  charge 
beneficiaries  for  the  costs  of  services  in  excess  of  those  that  are  neces- 
sary to  the  efficient  delivery  of  needed  health  services  (except  in  the 
case  of  an  admission  by  a  physician  who  has  a  financial  interest  in  the 
facility).  The  committee  added  a  provision  which  would  further  de- 
fine unreasonable  costs  as  including  those  resulting  from  gross 
inefficiency. 

Limitation  on  Federal  Medicaid  Matching 

The  House  bill  provided  for  a  one-third  cutback  in  Federal  medi- 
caid matching  after  a  medicaid  patient  had  received  90  days  of  care 
in  a  skilled  nursing  home  or  90  days  in  a  mental  hospital  or  60  days 
in  a  general  hospital  in  a  year.  The  committee  substituted  for  the 
House  section  a  provision  which  would  authorize  the  Secretary  of 
HEW  to  reduce  the  matching  selectively  in  those  States  where  he 
finds  inadequate  medical  audit  and  utilization  review.  The  cutback 
in  matching  would  be  related  to  the  degree  of  excessive  costs  resulting 
from  inadequate  review  and  audit. 

Payment  for  Supervisory  Physicl^ns  in  Teaching  Hospitals 

The  committee  modified  the  provision  in  the  House  bill  which  would 
provide  for  payment  for  services  of  certain  teaching  physicians  on- 
a  cost  basis  and  would  make  fee-for-service  reimbursement  contingent 
on  general  billing  for  such  services  to  all  patients  and  collection  from 
those  able  to  pay.  Under  the  committee  modification,  reimbursement 
of  physician  time  in  the  teaching  service  would  be  determined  on  a 
cost  or  cost-equivalent  basis.  Reimbursement  for  such  services  would 
be  made  on  a  reasonable-charge  basis  if  the  hospital  had,  in  the  2-year 
period  ending  in  1967,  and  subsequently,  customarily  charged  all 
patients  and  collected  from  a  majority  of  patients  on  a  fee-for-service 
basis,  or  if  a  bonafide  private  patient  relationship  had  been  established. 
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Institutional  Planning  and  Budgeting 

Health  institutions  under  the  medicare  program  would  be  required 
to  have  a  written  plan  reflecting  an  operating  budget  and  a  capital 
expenditure  budget.  The  committee  clarified  this  provision  to  stipu- 
late that  the  operating  budget  would  not  have  to  be  a  detailed  item 
budget. 

Modifications  in  Extended  Care  and  Home  Health  Benefits 

The  committee  modified  the  provision  of  the  House  bill  which  would 
authorize  the  Secretary  of  Health,  Education,  and  Welfare  to  estab- 
lish presumptive  periods  of  coverage  on  the  basis  of  a  physician's  cer- 
tification for  patients  admitted  to  an  extended  care  facility  or  started 
on  a  home  health  plan.  The  committee  provides  that,  to  the  extent 
feasible,  pre-admission  review  of  extended  care  admissions  would  be 
required  and  unless  disapproved,  coverage  upon  admission  would  con- 
tinue for  the  lesser  of  (1)  the  initially  certified  period,  (2)  until  notice 
of  disapproval,  or  (3)  10  days.  Where  certifications  and  evidence  were 
provided  on  a  timely  basis,  any  subsequent  determination  (for  pur- 
poses of  determining  medicare  payment  liability)  that  the  patient  no 
longer  required  covered  care  would  be  effective  2  days  after  notifica- 
tion to  the  facility.  The  committee  provides  for  a  similar  approach 
to  the  determination  of  coverage  of  home  health  services. 

Payments  to  Health  Maintenance  Organizations 

Medicare  beneficiaries  could  choose  to  have  their  care  provided  by  a 
health  maintenance  organization  (a  prepaid  group  health  or  other 
capitation  plan) .  Medicare  would  contract  with  such  organization,  and 
would  reimburse  them  on  a  capitation  basis  at  a  rate  equivalent  to  95 
percent  of  the  per  capita  costs  of  medicare  beneficiaries  in  the  area  with 
actuarial  adjustments  taking  into  account  variations  in  patient  mix. 
Profits  accruing  to  the  organization,  beyond  their  retention  rate  for 
non-medicare  members  would  be  passed  to  the  medicare  enrollees  in 
the  form  of  expanded  benefits.  The  committee  substantially  tightened 
the  provision  so  as  to  define  more  specifically  the  quality  standards 
and  reimbursement  mechanisms  which  would  apply  to  the  organiza- 
tions as  well  as  including  additional  safeguards  against  potential 
abuse  and  exploitation. 

Physical  and  Other  Therapy  Services  Under  Medicare 

The  committee  removed  the  provision  in  the  House  bill  which  would 
authorize  reimbursement  up  to  $100  for  physical  therapy  services  in  a 
therapist's  office. 

The  committee  modified  the  limitation  on  reimbursement  for  insti- 
tutional therapy  services  by  changing  the  limitation  from  a  "salary 
equivalent"  to  a  "salary  related"  basis,  and  also  extended  the  limita- 
tion to  apply  to  other  therapists,  dieticians,  social  workers  and  medi- 
cal records  librarians  for  their  services  provided  in  an  institutional 
setting. 
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Medicare  Benefits  for  People  Living  Near  U.S.  Border 

The  House  bill  provides  that  medicare  beneficiaries  living  in  the 
border  areas  of  the  United  States  would  be  entitled  to  covered  inpatient 
hospital  care  if  the  hospital  they  use  is  closer  to  their  residence  than  a 
comparable  U.S.  hospital  and  if  it  has  been  accredited  by  a  hospital 
approval  program  with  standards  comparable  to  medicare  standards. 
The  committee  added  to  the  House  bill  a  provision  extending  coverage 
in  these  cases  to  physicians'  and  ambulance  services  furnished  in  con- 
junction with  covered  foreign  hospital  care. 

3.  NEW  PROVISIONS  ADDED  BY  THE  COMMITTEE 

Professional  Standards  Review  Organizations 

The  committee  provided  for  the  establishment  of  Professional 
Standards  Review  Organizations  formed  by  organizations  represent- 
ing substantial  numbers  of  practicing  physicians  in  local  areas  to 
assume  responsibility  for  comprehensive  and  ongoing  review  of  serv- 
ices provided  in  the  medicare  and  medicaid  programs.  The  purpose  of 
the  amendment  is  to  assure  proper  utilization  of  care  and  services 
provided  in  medicare  and  medicaid  through  a  formal  professional 
mechanism  representing  the  broadest  possible  cross-section  of  physi- 
cians in  an  area.  Appropriate  safeguards  are  included  so  as  to  ade- 
quately provide  for  protection  of  the  public  interest  and  to  prevent 
pro  forma  assumption  and  carrying  out  of  the  vitally  important  re- 
view activities  in  the  two  highly-expensive  programs.  The  amend- 
ment provides  for  the  use  by  the  PSRO  of  effective  utilization  review 
committees  in  hospitals  and  medical  organizations. 

Conform  Medicare  and  Medicaid  Standards  for  Nursing  Facilities 

The  committee  added  to  the  House  bill  a  provision  which  would 
require  that  health,  safety,  environmental,  and  staffing  standards  for 
extended  care  facilities  be  uniform  with  those  established  for  skilled 
nursing  homes  under  medicaid. 

Inspector  General  for  Health  Administration 

An  Office  of  Inspector  General  for  Health  Administration  would 
be  established  within  the  Department  of  Health,  Education,  and  Wel- 
fare. The  Inspector  General  would  be  appointed  by  the  President, 
would  report  to  the  Secretary,  and  would  be  responsible  for  reviewing 
and  auditing  the  social  security  health  programs  on  a  continuing  and 
comprehensive  basis  to  determine  their  efficiency,  economy,  and  con- 
sonance with  the  law. 

Proficiency  Evaluation  of  Otherwise  Disqualified  Health 

Care  Personnel 

m  The  committee  bill  would  require  the  Secretary  of  Health,  Educa- 
tion, and  Welf  are  to  develop  and  employ  proficiency  examinations  to 
determine  whether  health  care  personnel,  not  otherwise  meeting  spe- 
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ciflc  formal  criteria  now  included  in  medicare  regulations,  have  suffi- 
cient training,  experience,  and  professional  competence  to  be  consid- 
ered qualified  personnel  for  purposes  of  the  medicare  program. 

Penalty  for  Fraudulent  Acts  Under  the  Medicare  and 
MediCxUd  Programs 

The  committee  added  to  the  House  bill  a  provision  which  would 
broaden  the  present  penalty  provisions  relating  to  the  making  of  a 
false  statement  or  representation  of  a  material  fact  in  any  applica- 
tion for  medicare  payments,  to  include  the  soliciting,  offering,  or 
acceptance  of  kickbacks  or  bribes,  including  the  rebating  of  a  portion 
of  a  fee  or  a  charge  for  a  patient  referral,  by  providers  of  health  care 
services.  The  penalty  for  such  acts,  as  well  as  the  acts  currently  subject 
to  penaltv  under  medicare,  would  be  imprisonment  up  to  one  year,  a 
fine  of  $10,000,  or  both.  In  addition,  the  committee  bill  provides  that 
similar  penalty  provisions  apply  under  medicaid. 

The  committee  also  provided  that  anyone  who  knowingly  and 
willfully  makes,  or  induces  the  making  of,  a  false  statement  of  mate- 
rial fact  with  respect  to  the  conditions  and  operation  of  a  health  care 
facility  or  home  health  agency  in  order  to  secure  medicare  or  medicaid 
certification  of  the  facility  or  agency,  would  be  guilty  of  a  mis- 
demeanor punishable  by  up  to  6  months'  imprisonment,  a  fine  of  not 
more  than  $2,000,  or  both. 

Inclusion  or  American  Samoa  and  the  Trust  Territory  of  the 
Pacific  Islands  Under  Title  V 

The  committee  bill  would  include  the  Trust  Territory  of  the  Pacific 
Islands  and  American  Samoa  as  eligible  to  receive  funds  under  the 
maternal  and  child  health  and  crippled  children  programs  (title  V) . 

Provide  for  Reasonable  Approval  of  Rural  Hospitals 

The  committee  added  to  the  House  bill  a  provision  which  would  au- 
thorize the  Secretary  of  Health,  Education,  and  Welfare  to  waive,  on 
an  annual  basis,  the  requirement  that  an  access  hospital  have  registered 
professional  nurses  on  duty  around  the  clock,  but  only  if  he  finds  that 
the  hospital:  (a)  has  made,  and  is  continuing  to  make,  a  bona  fide 
effort  to  comply  with  the  nursing  staff  requirement  but  is  unable  to 
employ  the  qualified  personnel  necessary  because  of  nursing  personnel 
shortages  in  the  area  and  has  an  RN  on  the  daytime  shift;  (b)  is 
located  in  a  geographical  area  in  which  hospital  facilities  are  in  short 
supply;  and  (c)  nonparticination  of  the  "access"  hospital  would 
seriously  reduce  the  availability  of  hospital  services  to  beneficiaries 
residing  in  the  area.  The  waiver  authority  would  expire  December  31, 
1975, 

Consultants  for  Extended  Care  Facilities 

The  committee  added  to  the  House  bill  a  provision  to  authorize 
State  agencies  to  provide  consultative  services  to  those  extended 
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care  facilities  which  request  them  in  such  specialty  areas  as  mainte- 
nance of  medical  records  and  the  formulation  of  policies  governing 
the  provision  of  dietary  and  social  services.  Medicare  payment 
would  be  made  directly  to  the  State  agency  for  the  costs  incurred  in 
rendering  these  consultative  services.  The  provision  of  such  serv- 
ices by  the  State  would  satisfy  the  medicare  requirements  relating  to 
the  use  of  consultants  in  the  appropriate  specialty  areas. 

Public  Access  to  Records  Concerning  Institutions'  Qualifications 

The  committee  added  to  the  House  bill  a  provision  under  which  the 
Secretary  of  Health,  Education,  and  Welfare  would  be  required  to 
make  reports  of  an  institution's  significant  deficiencies  (such  as  de- 
ficiencies in  the  areas  of  staffing,  fire,  safety,  and  sanitation)  a  matter 
of  public  record  readily  and  generally  available  at  social  security  dis- 
trict offices  if,  after  a  reasonable  lapse  of  time  (not  to  exceed  90  days) , 
such  deficiencies  were  not  corrected. 

Simplified  Reimbursement  of  Extended  Care  Facilities 

The  committee  provision  would  authorize  the  Secretary  of  Health, 
Education,  and  Welfare  to  adopt  (and  adjust  as  specified),  as  reason- 
able-cost payments  for  extended  care  facilities  in  any  State,  the  rates 
developed  in  that  State  under  medicaid  for  reimbursement  of  skilled 
nursing  care,  if  the  Secretary  finds  that  they  are  based  upon  reasonable 
analyses  of  costs  of  care  in  comparable  facilities. 

Authority  for  Establishing  Liens  To  Permit  Recovery  of 

Overpayments 

The  committee  added  a  provision  to  the  House  bill  to  facilitate  the 
recoupment  of  overpayments  to  providers  of  services  by  authorizing 
the  Secretary  of  Health,  Education,  and  Welfare,  when  he  determines 
it  to  be  necessary  for  purposes  of  recovering  an  overpayment  to  a  pro- 
vider, to  establish  a  lien  in  favor  of  the  Government  in  the  amount  of 
the  overpayment,  preserving  in  the  course  of  such  action  the  right  of 
the  provider  to  contest  the  amount  of  the  overpayment  and  to  seek 
release  of  the  lien  to  clear  title. 

Direct  Laboratory  Billing 

The  committee  bill  would  authorize  direct  payment  to  laboratories 
for  diagnostic  tests  at  a  negotiated  rate  provided  that  such  rate  does 
not  exceed  the  amount  which  is  payable  under  present  law. 

Refunding  of  Excess  Medicare  Premiums 

The  committee  bill  would  authorize  the  refunding  of  excess  medi- 
care premiums  paid  prior  to  a  beneficiary's  death. 
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Waiver  of  Recovery  of  Erroneous  Payment 

The  committee  provision  would  limit  medicare's  right  of  recovery 
of  an  erroneous  payment  to  a  three-year  period  from  "the  date  of  the 
payment,  where  the  institution  or  person  invoked  acted  in  good  faith. 
Similarly,  the  Secretary  of  H.E.  \Y.  would  specify  a  reasonable  period 
of  time  (not  to  exceed  3  years)  after  which  medicare  would  not  be  re- 
quired to  accept  claims  for  underpayment  or  nonpayment. 

Provider  Reimbursement  Appeals  Board 

The  committee  amendment  would  establish  an  appeals  board  to  hear 
appeals  on  reimbursement  decisions  made  by  intermediaries,  under 
certain  conditions,  and  where  the  amount  at  issue  was  $10,000  or  more. 

Prosthetic  Lenses  Furnished  by  Optometrists 

The  committee,  amended  the  definition  of  physician  in  medicare  to 
include  a  licensed  doctor  of  optometry,  but  only  with  respect  to  estab- 
lishing the  medical  necessity  of  prosthetic  lenses. 

Chiropractors 

The  committee  amendment  would  delete  the  study  of  chiropractic 
services  called  for  in  the  House  bill  and  would  substitute  a  provision 
which  would  provide  for  the  coverage  under  medicare  of  services 
involving  manipulation  of  the  spine  by  licensed  chiropractors,  if  the 
chiropractor  meets  certain  minimum  standards  established  by  the 
Secretary  of  Health,  Education,  and  TTelfare.  The  same  limitations 
on  chiropractic  services  would  also  be  applicable  to  States  providing 
such  care  under  medicaid. 

Colostomy  Supplies 

The  coimnittee  provided  for  the  inclusion  of  materials  directly 
related  to  the  care  of  colostomies  as  a  reimbursable  expense  under 
medicare. 

Section  1902(d) 

The  committee  added  a  provision  to  the  House  bill  which  would 
repeal  section  1902(d)  which  requires  States  to  maintain  their  level 
of  fiscal  expenditures  from  year-to-year  hi  their  medicaid  programs. 

Separately,  the  committee  also  provided  that  the  1902(d)  mainte- 
nance of  fiscal  effort  provision  would  not  apply  to  Missouri  effective 
for  the  year  begimiing  July  1. 1970. 

Increase  in  Maximum  Federal  Medicaid  Matching  for 
Puerto  Eico 

The  $20  million  ceiling  on  Federal  medicaid  matching  for  Puerto 
Rico  would  be  raised  to  830  million  under  the  coimnittee  provision. 
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Health  Screening  of  Children 

The  committee  would  authorize  the  Secretary  to  establish  orderly 
priorities  in  the  implementation  of  the  presently  required  health 
care  screening  for  children  programs,  with  initial  priority  being 
given  to  pre-school  children. 

Relationship  Between  Medicaid  and  Comprehensive'  Health 

Programs 

The  committee  bill  would  permit  a  State  to  make  arrangements 
with  comprehensive  health  care  programs  for  the  delivery  of  serv- 
ices on  a  pre-paid  basis  to  medicaid  recipients,  subject  to  the  approval 
of  the  Secretary. 

Intermediate  Care  Facilities 

Under  the  committee  amendment,  the  intermediate  care  provision 
would  be  transferred  from  title  XI  to  title  XIX.  An  ICF  would  be 
required  to  have  at  least  one  full-time  licensed  practical  nurse  on  its 
staff,  and  care  in  ICF's  would  be  subject  to  professional  audit  and 
utilization  review  requirements.  The  mentally  retarded  receiving  ac- 
tive treatment  in  public  institutions  meeting  appropriate  standards 
established  by  H.E.W.  would  be  eligible  for  Federal  matching  funds. 

Termination  of  Nursing  Home  Administrators  Advisory  Council 

The  committee  would  terminate  the  Advisory  Council  on  Decem- 
ber 31,  1970.  Under  present  law  the  council  would  be  terminated 
December  31, 1971. 

Coverage  of  Mentally  III  Children  Under  Medicaid 

The  committee  bill  would  authorize  coverage  of  inpatient  care  in 
State  and  local  mental  institutions  for  medicaid  recipients  under  age 
21,  provided  that  the  care  consists  of  active  treatment,  that  it  is  pro- 
vided in  an  accredited  institution,  and  that  the  State  maintain  its 
own  level  of  fiscal  expenditure  for  care  of  the  mentally  ill  under  21. 

Definition  of  "Physician"  in  Medicaid 

The  committee  bill  would  define  "physician"  in  title  XIX  to  mean 
a  doctor  of  medicine  or  a  doctor  of  osteopathy. 

75  Percent  Medicaid  Matching  Funds  for  Professional  Medical 

Personnel 

The  present  75  percent  Federal  medicaid  matching  rate  for  pro- 
fessional medical  personnel  in  State  agencies  would  be  expanded  to 
also  include  such  personnel  who,  on  a  contract  or  similar  basis,  under- 
take independent  professional  and  medical  audits  of  medicaid  patients. 


C.  Catastrophic  Health  Insurance  Program 

The  committee  added  to  the  House  bill  an  amendment  which  would 
establish  a  program  of  catastrophic  health  insurance  under  the  Social 
Security  Act  for  all  persons  under  age  65  who  are  insured  under  social 
security,  their  spouses  and  dependent  children,  as  well  as  all  persons 
under  age  65  who  are  entitled  to  retirement,  survivors,  or  disability 
benefits  under  title  II  of  the  act,  The  health  services  to  be  covered, 
and  the  applicable  exclusions,  are  the  same  as  under  the  medicare 
program,  except  that  there  would  be  no  upper  limit  on  covered  hos- 
pital or  extended  care  days  or  home  health  visits.  Under  the  cata- 
strophic health  insurance  program,  benefits  would  be  payable  toward 
the  costs  of  inpatient  hospital  services  and  post-hospital  extended  care 
services  above  an  annual  deductible  of  60  days  of  inpatient  hospital 
care  for  each  individual,  subject  to  a  daily  coinsurance  amount.  The 
program  would  also  cover  80  percent  of  reasonable  costs  incurred 
for  home  health  care  and  hospital  outpatient  services,  and  80  percent 
of  reasonable  charges  incurred  for  other  covered  medical  services 
above  an  annual  deductible  amount  which  would  initially  be  set  at 
$2,000  per  family  and  which  would  rise  in  accordance  with  any  in- 
creases in  the  physicians'  services  component  of  the  Consumer  Price 
Index.  The  program  could  be  administered  through  regular  medicare 
administrative  procedures  and  subject  to  all  utilization,  cost,  quality 
and  administrative  controls  applicable  under  that  program.  Cover- 
age under  the  program  would  be  effective  beginning  January  1,  1972, 
and  the  financing  provisions  necessary  to  pay  for  the  additional  bene- 
fits would  become  effective  at  the  same  time. 
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D.  Financing  of  Social  Security  Trust  Funds 


In  order  to  pay  for  the  additional  costs  of  the  social  security 
changes  proposed  in  the  committee  bill,  including  the  new  cata- 
strophic illness  insurance  and  the  existing  actuarial  deficit  in  the  hos- 
pital insurance  program,  the  social  security  tax  base  would  be  in- 
creased from  $7,800  a  year  to  $9,000  a  year,  starting  January  1,  1971, 
as  in  the  House-passed  bill. 

In  addition,  a  new  schedule  of  taxes  would  be  provided.  Like  the 
schedule  of  taxes  proposed  in  the  House  bill,  the  committee  bill  would 
decrease  the-  taxes  paid  under  the  cash  benefits  program  over  the  next 
few  years,  and  increase  the  taxes  paid  under  the  hospital  insurance 
program.  Also,  the  committee  bill  provides  an  additional  tax  of  0.3 
percent  in  1972,  rising  to  0.4  percent  in  1980  to  pay  for  the  cata- 
strophic illness  insurance  provided  in  the  bill. 

The  following  table  compares  the  tax  rates  and  the  maximum  taxes 
under  present  law  under  the  House-passed  bill  and  under  the  com- 
mittee bill : 
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OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE— H.R.  17550  AS  REPORTED  BY  SENATE  FINANCE  COMMITTEE 

1ST-YEAR  BENEFIT  COSTS  AND  NUMBER  OF  PERSONS  AFFECTED  UNDER  THE  BILL  AS  PASSED  BY  THE  HOUSE 
OF  REPRESENTATIVES  AND  AS  REPORTED  BY  THE  SENATE  FINANCE  COMMITTEE 


Present  law 
beneficiaries 
immediately 

lst-year  benefit  affected 2  Newly  eligible 

costs  i  (millions)  (thousands)  persons  3  (thousands) 


Senate  Senate  Senate 

Finance  Finance  Finance 

House      Commit-  House      Commit-  House  Commit- 

Provision                                   bill        tee  bill  bill       tee  bill  bill         tee  bil\ 


Total     $3,970  $6,535  <<)             (<)  $504  $624 

General  benefit  increase    1,729  5,003  $26,300       $26,300  6  6 

Modified  retirement  test   404  404  650            650  380  380 

Age  62  computation  point   1,040  6        10,200  ...    60   

Increased  benefits  for  widows  and 
widowers...    689  649         3,300  2,700    

Shorten  disability  waiting  period  to  4 
months    («)  185  (»)  140  («)...  

Noncontributory  credits  for  military 
service  after  1956    35  35  130  130  .    

Children  disabled  at  ages  18  to  21   11  13     13  13 

Liberalized  provisions  for  blind 
workers    25  240   30  225 

Election  to  receive  larger  future 
benefits  by  certain  beneficiaries 
eligible  for  more  than  1  actuarially 

reduced  benefit   17  («)  100  («)   («) 

Liberalized  workmen's  compensation 
offset    7  («)  55  (O  5  (») 

Eliminate  support  requirement  for 
divorced    wives    and  surviving 

divorced  wives   13  («)   («)  10  («) 


1  Represents  additional  benefit  payments  in  fiscal  year  1972. 

2  Present  law  beneficiaries  whose  benefit  for  the  effective  month  would  be  increased  under  the  provision. 

3  Persons  who  cannot  receive  a  benefit  under  present  law  for  the  effective  month,  but  who  would  receive  a  benefit  for 
such  month  under  the  provision. 

*  Figures  not  additive  because  a  beneficiary  may  be  affected  by  more  than  1  provision. 
s  Provision  not  included. 


E.  Trade  Act  of  1970 


Purposes 

The  committee's  trade  amendment  (Title  III  of  this  bill)  is  derived, 
with  changes,  from  H.R.  18970  which  passed  the  House  of  Representa- 
tives on  November  19, 1970. 

In  brief,  the  general  purposes  of  the  Committee's  trade  amendment 
are: 

(1)  To  provide  to  the  President  limited  tariff-reducing  authority 

for  compensatory  purposes  until  July  1,  1975; 

(2)  To  strengthen  our  unfair  trade  practice  statutes  and  thus  en- 

able industry  and  workers  who  are  adversely  affected  by 
unfair  foreign  trade  practices  to  receive  a  fair  opportunity 
for  relief ; 

(3)  To  revise  the  adjustment  assistance  and  tariff  adjustment  pro- 

cedures and  criteria  in  the  Trade  Expansion  Act  of  1962, 
and  provide  a  fair  opportunity  for  injured  industries, 
firms,  and  workers  to  receive  adequate  and  prompt  relief; 

(4)  To  establish  import  quotas  on  textiles  and  footwear,  unless: 

(a)  the  President  finds  them  not  to  be  in  the  national  in- 
terest or  (b)  voluntary  agreements  limiting  such  imports 
are  consummated  with  foreign  governments,  or  (c)  the 
President  finds  that  imports  do  not  disrupt  the  U.S. 
market ; 

(5)  To  revise  the  national  security  provisions  of  the  Trade  Ex- 

pansion Act  to  preclude  the  use  of  duties  or  tariffs  when- 
ever the  President  has  determined  that  imports  of  a  partic- 
ular product  or  material  are  threatening  to  impair  the 
national  security ; 

(6)  To  strengthen  the  independent  status  of  the  U.S.  Tariff 

Commission;  and 

(7)  To  make  various  other  changes  in  our  tariff  and  trade  laws 

which  will  streamline  the  procedures  dealing  with  specific 
import  or  export  problems. 

Trade  Agreement  Authority 

The  President's  trade  agreement  authority  under  the  Trade 
Expansion  Act  of  1962  terminated  at  the  close  of  June  30,  1967.  The 
President  has  been  without  such  authority  since  that  time  and  in  his 
trade  message  to  the  Congress,  of  November  18,  1969,  he  requested 
renewal  of  the  authority,  including  new  authority  to  reduce  duties. 

The  committee  amendment  would  extend  the  President's  authority 
to  enter  into  new  trade  agreements  under  the  Trade  Expansion  Act 
of  1962  to  July  1, 1975.  The  President  is  given  new  authority  to  reduce 
duties  by  20  percent,  or  2  percentage  points,  below  the  rates  of  duty 
which  will  exist  when  the  final  stage  of  the  Kennedy  Round  reduction 
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becomes  effective  on  January  1, 1972.  The  committee  amendment  would 
limit  the  President's  authority  to  enter  into  and  carry  out  new  trade 
agreements  to  those  situations  in  which  compensatory  concessions 
are  necessary  to  offset  the  effects  of  an  increase  in  U.S.  duties  or 
imposition  of  other  restrictions  by  the  U.S.  Government  on  the 
products  of  a  foreign  country  which  were  bound  under  a  trade 
agreement.  Should  reductions  in  duty  under  the  new  authority  be 
agreed  to  prior  to  the  final  stages  of  the  Kennedy  Round,  the  remain- 
ing stages  of  Kennedy  Round  reductions  and  the  new  reductions  agreed 
to  are  to  be  aggregated  and  made  effective  in  at  least  two  . stages. 

Other  Presidential  Authority 

Concern  has  been  expressed  about  the  barriers  to  trade  which 
have  developed  despite  the  Kennedy  Round  of  trade  negotiation. 
In  1962,  the  Committee  on  Finance  added  section  252  to  the  Trade  Ex- 
pansion Act  to  provide  new  authority  and  direction  to  the  President  to 
act  against  import  restrictions  or  other  acts  of  foreign  countries  which 
unjustifiably  or  unreasonably  burden  or  discriminate  against  U.S. 
commerce.  The  Trade  Act  of  1970  broadens  the  President's  authority 
to  deal  with  foreign  trade  barriers  and  streamlines  the  procedures 
for  handling  specific  complaints. 

The  Trade  Act  of  1970  also  amends  the  President's  authority  to 
safeguard  the  national  security  by  providing  that  any  adjustment  of 
imports  under  the  national  security  authority  shall  not  be  accom- 
plished by  the  imposition  or  increase  of  any  duty  or  of  any  fee  or 
charge  having  the  effect  of  a  duty.  In  addition,  time  limitations  are 
imposed  on  the  Director  of  the  Office  of  Emergency  Preparedness  in 
making  determinations  on  applications  for  action  under  the  national 
security  provision. 

Tariff  Adjustment  and  Adjustment  Assistance 

The  need  for  making  less  rigid  the  criteria  for  determining  serious 
injury  from  increased  imports  is  met  in  title  III  both  for  tariff 
adjustment  for  industries  and  adjustment  assistance  in  the  case  of 
firms  or  groups  of  workers. 

Tariff  Adjustment. — In  present  law,  the  criteria  for  determining 
serious  injury  are  the  same  for  tariff  adjustment  for  industries  and  for 
adjustment  assistance  for  firms  and  workers.  The  committee  agrees 
with  the  House  and  the  Administration  that  the  present  criteria  are 
too  stringent.  Under  the  new  provisions,  the  Tariff  Commission,  in 
the  case  of  tariff  adjustment,  or  the  President,  in  the  case  of  adjust- 
ment assistance,  is  to  determine  whether  increased  imports  "contribute 
substantially''''  toward  causing  or  threatening  to  cause  serious  injury. 
In  the  case  of  tariff  adjustment,  the  committee  provided  that  in- 
creased imports  must  be  related  in  whole  or  in  part  to  the  duty  or 
other  customs  treatment  reflecting  tariff  concessions  agreed  to  by 
the  United  States. 

If  serious  injury  is  found  to  an  industry,  those  Commissioners 
finding  injury  are  to  make  an  additional  determination  under  the 
new  provision.  This  additional  determination  will  be  in  the  affirma- 
tive if  the  Commission  finds  that  imports  of  the  article  are:  (1) 
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acutely  or  severely  injuring  a  domestic  industry  or  (2)  threatening 
to  acutely  or  severely  injure  a  domestic  industry. 

A  majority  of  the  Commissioners  present  and  voting  is  to  be  required 
for  an  affirmative  injury  determination  and  a  majority  of  those  Com- 
missioners finding  injury  under  the  criteria  provided  must  determine 
the  type  of  import  restriction  required  to  remedy  the  injury. 

When  the  Commission  finds  and  reports  to  the  President  an  affirma- 
tive injury  determination,  the  President  is  required  to  take  such 
action  as  he  deems  necessary  to  prevent  or  remedy  the  injury  so  found 
unless  he  determines  that  such  action  is  not  in  the  national  interest. 
In  the  case  of  an  additional  affirmative  determination  by  the  Commis- 
sion on  the  question  of  acute  or  severe  injury,  the  President  is  required 
to  impose  the  import  restrictions  found  by  the  Commission  to  be 
necessary  to  prevent  or  remedy  the  acute  or  severe  injury  unless  he 
determines  that  such  action  would  not  be  in  the  national  interest. 
As  is  presently  provided,  if  the  President  does  not  make  effective  the 
remedy  determined  bv  the  Tariff  Commission,  he  must  report  to  the 
Congress  within  60  days  of  the  receipt  of  the  Tariff  Commission's 
report  and  findings.  In  such  case,  the  existing  provisions  of  law  with 
respect  to  Congressional  implementation  of  the  Tariff  Commission 
finding  as  to  the  action  necessary  to  prevent  or  remedy  the  injury 
would  continue  to  apply. 

Section  352  of  the  Trade  Expansion  Act  with  regard  to  orderly 
marketing  agreements  is  amended  to  provide  that  the  President  may, 
at  any  time,  negotiate  such  agreements  on  articles  subject  to  tariff 
adjustment  or  upon  which  he  has  received  an  affirmative  injury 
determination. 

New  review  procedures  on  pending  tariff  adjustment  action  are 
provided.  In  any  report  by  the  Tariff  Commission  reviewing  such 
tariff  adjustment  actions,  it  must  include  information  on  steps  taken 
by  firms  in  the  industry  to  compete  more  effectively  with  imports. 
In  addition,  in  any  review  of  tariff  adjustment  actions  bv  the  Tariff 
Commission,  as  a  result  of  which  the  President  may  determine  to 
extend,  in  whole  or  in  part,  or  terminate  such  action,  the  Commission 
will  be  required  to  determine  whether  the  existing  restrictions  on 
imports  are  sufficient  to  prevent  or  remedy  injury  to  the  domestic 
industry. 

Adjustment  Assistance. — The  Trade  Act  of  1970  also  revises  the 
procedures  for  petitions  by  firms  or  groups  of  workers  to  provide  that 
petitions  by  firms  or  groups  of  workers  are  to  be  made  to  the  Presi- 
dent rather  than  the  Tariff  Commission.  The  Tariff  Commission  will 
continue  to  provide  the  President  with  a  factual  report  to  assist  the 
President  in  making  his  determination  as  to  eligibility  of  firms  and 
groups  of  workers  to  apply  for  adjustment  assistance. 

The  amendment  provides  increased  trade  adjustment  allowances 
payable  to  adversely  affected  workers.  Under  existing  law,  the  allow- 
ance is  65  percent  of  the  worker's  average  weeklv  wa<re  or  65  percent 
of  the  average  weekly  manufacturing  wage,  whichever  is  lower.  The 
amendment  increases  each  of  these  percentages  to  75  percent. 

The  amendment  provides  that  if  the  President  does  not  provide 
tariff  adjustment  for  an  industry  after  an  affirmative  injury  deter- 
mination by  the  Tariff  Commission,  he  is  required  to  provide  that  the 
firms  and  workers  in  that  industry  may  request  certification  of  eli- 
gibility for  adjustment  assistance. 
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The  Committee  also  provided  the  Tariff  Commission  with  a  period 
of  90  days  after  the  date  of  enactment  of  this  Act  to  make  the  necessary 
changes  in  its  rules  and  regulations  and  to  so  organize  its  staff  to 
expeditiously  process  the  tariff  adjustment  and  adjustment  assistance 
petitions  filed  under  the  provisions  of  this  Act.  ]STo  new  petition  may 
be  filed  under  section  301(a)  of  the  Trade  Expansion  Act  until  the 
Tariff  Commission  issues  new  rules  and  regulations,  which  must  be 
within  90  days  after  enactment. 

Quotas  on  Certain  Textile  and  Footwear  Articles 

We  believe  that  the  tariff  adjustment  amendments  described  above 
will  be  sufficient  to  deal  with  competitive  situations  facing  many  do- 
mestic producers  in  the  economy.  However,  the  effects  of  rapidly 
increasing  imports  on  two  basic  industries  are  such  as  to  require  ex- 
traordinary measures.  Part  B  of  title  III  of  this  bill  deals  with  the 
extremely  serious  threat  to  the  textile  and  apparel  industry  and  to  the 
nonrubber  footwear  industry. 

Under  part  B  of  title  III,  the  total  quantities  of  imports  of  cer- 
tain textile  and  footwear  articles  are  to  be  limited  by  category  and  by 
country  beginning  in  the  year  1971.  For  that  year,  imports  are  to  be 
limited  to  the  annual  average  quantities  imported  during  the  three  cal- 
endar years  1967  through"  1969.  For  the  years  after  1971,  the  total 
quantity  of  imports  of  each  category  of  textile  articles  or  footwear 
articles  is  to  be  limited  to  the  quantity  determined  for  the  foreign 
country  for  the  preceding  year  plus  an  increase  determined  by  the 
President.  Any  such  increase  is  to  be  limited  to  a  percentage  not  over 
5  percent  of  the  total  quantity  permitted  to  be  entered  in  the  immedi- 
ately preceding  year  as  the  President  determines  to  be  consistent  with 
the  purposes  of  the  quota  provisions. 

The  President  is  authorized  to  exempt  from  quotas  imports  of 
articles:  (1)  which  he  determines  are  not  disrupting  the  U.S. 
market,  (2)  when  he  determines  that  the  national  interest  requires 
such  action,  or  (3)  when  he  finds  that  the  supply  of  such  articles  in  the 
domestic  market  is  insufficient  to  meet  demand  at  reasonable  prices. 

In  addition,  the  President  is  authorized  to  negotiate  agreements 
under  which  imports  of  textiles  and  footwear  would  be  controlled 
on  a  voluntary  basis.  Imports  covered  by  such  agreements  would 
also  be  exempt  from  quantitative  limitations  as  would  imports  of 
cotton  textile  articles  as  a  result  of  the  existing  Long  Term  Arrange- 
ments on  Cotton  Textiles. 

Determinations  with  respect  to  the  establishment  of  or  change  in 
quantitative  limitations  or  exemptions  from  such  limitations,  other 
than  determinations  made  by  the  President  for  national  interest 
reasons,  would  be  subject  to  the  rulemaking  provisions  of  the  Ad- 
ministrative Procedure  Act. 

The  quota  limitations  provided  in  the  bill  would  terminate  on 
July  1,  1976,  unless  the  President  finds  that  the  extension  of  the 
quantitative  limitations  for  periods  not  to  exceed  5  years  would  be 
in  the  national  interest. 
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Other  Tariff  and  Trade  Provisions 

The  magnitude  and  the  nature  of  U.S.  foreign  trade  has  changed 
remarkably  over  the  past  decade.  Although  both  imports  and 
exports  separately  account  for  about  4  percent  of  the  gross  national 
product,  they  now  exceed  $80  billion.  The  committee  is  concerned  that 
the  rules  of  competition  governing  this  volume  of  trade  be  fair  to  all 
concerned.  Consequently,  the  committee  has  tightened  the  domestic 
procedures  with  respect  to  such  international  trade  practices  as  dump- 
ing and  subsidization  of  exports.  Greater  recognition  as  to  the  role  of 
the  Tariff  Commission  as  an  independent  agency  is  emphasized  in 
amendments  made  to  the  Tariff  Act  of  1930.  The  committee  directs  the 
Executive  and  the  Tariff  Commission  to  conduct  a  series  of  studies 
aimed  at  developing  basic  principles  of  free  and  fair  trade,  insuring 
reciprocity  for  U.S.  commerce,  and  fair  international  labor  standards. 
Provision  is  also  made  for  the  solution  of  specific  trade  problems  which 
cannot  be  remedied  under  existing  provisions  of  law. 

ANTIDUMPING  ACT  OF  19  21 

The  Antidumping  Act  is  amended  to  provide  that  the  Secretary  of 
the  Treasury  must  take  initial  action  within  4  months  after  the  ques- 
tion of  dumping  has  been  presented  to  him.  In  exceptional  cases  the 
Secretary  would  have  an  additional  90  day  period  to  reach  such  a  find- 
ing, if  he  published  in  the  Federal  Register,  within  60  days  after  the 
complaint  is  received,  the  reasons  why  additional  time  is  absolutely 
necessary.  Under  the  committee  amendment,  this  would  require  the 
withholding  of  appraisement  within  that  period  should  the  Secretary 
of  the  Treasury  have  reason  to  suspect  that  sales  at  less  than  fair 
value  are,  or  are  likely  to  be,  taking  place.  Should  the  Secretary  of 
the  Treasury's  initial  action  involve  a  tentative  negative  determina- 
tion, the  Secretary  would  be  authorized  to  withhold  appraisement 
within  three  months  after  the  notice  of  negative  determination  has 
been  made  if  he  should  reverse  his  initial  negative  determination.  In 
addition,  the  Antidumping  Act  is  amended  to  provide  criteria  for  a 
determination  of  dumping  with  regard  to  imports  from  State  con- 
trolled economies.  The  amendment  reflects  existing  Customs  practices. 

COUNTERVAILING  DUTY  PROVISION 

The  countervailing  duty  provision  is  amended  to  require  the  Secre- 
tary of  the  Treasury  to  make  a  determination  within  12  months  after 
the  question  is  presented  to  him  as  to  whether  a  bounty  or  grant  has 
been  bestowed  on  imports  into  the  United  States. 

Under  the  bill,  subsidized  duty-free  imports  are  also  to  be  subject  to 
the  countervailing  duty  provisions  but  only  if  the  Tariff  Commission 
should  determine  that  such  subsidized  imports  are  injuring  a  domestic 
industry.  The  countervailing  duty  provision  is  also  amended  to  provide 
the  Secretary  of  the  Treasury  with  discretionary  authority  with  re- 
spect to  the  imposition  of  a  countervailing  duty  on  an  article  subject 
to  quantitative  limitation  or  subject  to  agreements  under  which  the 
volume  of  exports  to  the  United  States  is  limited.  Countervailing 
duties  would  be  imposed  when  the  Secretary  determines  that  such 
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limitations  are  not  an  adequate  substitute  for  a  countervailing  duty 
with  respect  to  the  article  in  question. 

TARIFF  COMMISSION 

In  view  of  the  added  investigative  and  statutory  burden  on  the 
Tariff  Commission  which  will  result  from  this  legislation  and  in 
view  of  the  roncevn  of  the  committee  to  protect  the  independent  nature 
of  the  Tariff  Commission,  the  committee  provided,  in  effect,  that  the 
Tariff  Commission's  budget  shall  be  directly  appropriated  by  the 
Congress  (as  is  the  budget  of  other  independent  agencies  such  as  the 
General  Accounting  Office),  and  that  the  Executive  shall  not  have 
authority  to  reorganize  the  Commission.  The  committee  bill  also 
would  direct  the  Tariff  Commission  to  do  a  number  of  studies  which 
could  lay  the  groundwork  for  a  fresh  approach  to  U.S.  trade  problems 
and.  agreements. 

COMPREHENSIVE   STUDIES   BY  THE   PRESIDENT  AND  TARIFF  COMMISSION 

There  are  a  number  of  outstanding  problems  in  the  field  of  inter- 
national trade  which  require  intensive  study.  One  such  problem  is 
the  apparent  lack  of  balance  and  reciprocity  in  the  General  Agree- 
ment on  Tariffs  and  Trade.  The  presently  constituted  GATT  agree- 
ment contains  certain  provisions  that  were  written  in  1947  when  the 
United  States  had  an  overwhelmingly  dominant  position  in  world 
trade.  They  were  designed  at  that  time  to  put  more  dollars  into  the 
hands  of  the  then  war-torn  European  countries.  The  international 
economic  positions  of  Europe,  Japan,  and  the  United  States  have 
changed  so  radically  since  the  end  of  World  War  II  that  a  new 
executive  agreement  incorporating  the  provisions  of  commercial 
reciprocity  in  all  trade  and  investment  matters  appears  to  be  desir- 
able. As  a  first  step  toward  the  realization  of  this  goal,  the  committee's 
bill  authorizes  and  directs  the  executive  branch  and  the  Tariff  Com- 
mission to  conduct  a  series  of  studies  dealing  with  the  U.S.  position 
in  world  trade  and  the  rules  under  which  trading  nations  can  freely 
and  fairly  compete  in  world  markets.  It  would  be  expected  that  this 
series  of  studies  will  lead  to  concrete  negotiating  proposals  to  the 
Congress  and  ultimately  to  new  agreements  and  machinery  for  coping 
with  all  trade  and  investment  problems. 

FOREIGN  TRADE  STATISTICS 

The  committee  trade  amendment  also  provides  for  the  collection  and 
publication  of  U.S.  import  statistics  which  wiT1  show  c.i.f.  value  and 
thus  include  the  cost  of  insurance,  freight  and  other  charges  associated 
with  c.i.f.  value.  This  is  the  practice  recommended  to  all  countries  by 
the  United  Nations  and  the  International  Monetary  Fund  for  com- 
puting balance  of  trade  statistics.  Over  100  countries  have  adopted  the 
so-called  c.i.f.  basis  of  measuring  imports ;  only  the  United  States  and 
a  few  other  countries  use  the  free  on  board  (f.o.b.)  system,  under 
which  imports  are  tabulated  on  the  basis  of  their  value  at  the  foreign 
port.  The  committee  felt  that  the  c.i.f.  system  will  be  more  comparable 
to  the  method  of  publishing  import  statistics  used  by  most  other  coun- 
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tries.  Moreover,  the  committee's  bill  provides  that  U.S.  exports,  which 
are  financed  directly  by  Government  grants  and  credits,  should  be 
shown  separately  from  other  exports  on  all  monthly  statistics  which 
are  published  by  the  Department  of  Commerce. 

MISCELLANEOUS  TRADE  PROVISIONS 

The  committee  trade  amendment  also  would  provide  certain  tariff- 
rate  quota  controls  on  imports  of  glycine  and  related  products  and  on 
mink  f  urskins. 

The  committee  also  provided  a  quarterly  allocation  of  meat  import 
quotas  and  closes  a  loophole  concerning  "prepared"  fresh,  chilled,  and 
frozen  beef  and  veal.  The  committee  amendment  does  not  extend  the 
meat  quota  provisions  to  any  other  products  not  currently  under 
quota. 

The  committee  amendment  also  provides  that  additional  invoice 
information  will  be  required  from  foreign  shippers  for  the  purpose 
of  statistical  classification  of  imports. 

The  committee  amendment  also  would  reduce  the  rate  of  duty  on 
parts  of  ski  bindings. 

A  new  provision  of  law  would  authorize  the  President  to  impose  a 
suspension  of  trade  with  a  nation  which  permits  the  uncontrolled  or 
unregulated  production  of  or  trafficking  in  certain  drugs  in  a  manner 
to  permit  these  drugs  to  fall  into  illicit  commerce  for  ultimate  dis- 
position and  use  in  this  country. 
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F.  Amendments  to  Public  Assistance  Programs  and  Work 
Incentive  Program 

1.  AID  TO  THE  AGED,  BLIND,  AND  DISABLED 

National  Minimum  Income  Standards  for  the  Needy  Aged, 
Blind,  and  Disabled 

The  committee  bill  would  establish  a  national  minimum  income 
level  for  persons  who  receive  cash  assistance  under  federally  matched 
State  welfare  programs  for  the  needy  aged,  blind,  and  disabled.  States 
would  be  required  to  provide  a  level  of  assistance  sufficient  to  assure 
persons  in  these  categories  a  total  monthly  income  from  all  sources 
of  at  least  $130  for  a  single  individual  or  $200  for  a  couple.  In  the 
aged  category  this  provision  would  result  in  increased  assistance  for 
eligible  single  aged  individuals  in  about  31  States  and  for  eligible 
aged  couples  in  about  36  States.  Concurrently  with  establishing  these 
national  minimum  standards  for  assistance  to  the  aged,  blind,  and 
disabled,  the  committee  bill  would  make  persons  receiving  such  as- 
sistance ineligible  to  participate  in  the  food  stamp  program.  In  effect, 
the  bill  would  give  needy  persons  more  cash  in  lieu  of  food  stamps. 

Pass- Along  or  Social  Security  Increases  to  Welfare  Recipients 

Under  other  provisions  of  the  bill,  social  security  benefits  would  be 
increased  by  10  percent,  with  the  minimum  basic  social  security  bene- 
fit increased  to  $100  from  its  present  $64  level.  If  no  modification 
were  made  in  present  welfare  law,  however,  many  needy  aged,  blind, 
and  disabled  persons  would  get  no  benefit  from  these  substantial  in- 
creases in  social  security  since  offsetting  reductions  would  be  made 
in  their  welfare  grants.  To  assure  that  such  individuals  would  enjoy 
at  least  some  benefit  from  the  social  security  increases,  the  committee 
bill  requires  States  to  raise  their  standards  of  need  for  those  in  the 
aged,  blind,  and  disabled  categories  by  $10  per  month  for  a  single 
individual  and  $15  per  month  for  a  couple.  As  a  result  of  this  provi- 
sion, recipients  of  aid  to  the  aged,  blind,  or  disabled,  who  are  also 
social  security  beneficiaries,  would  enjoy  an  increase  in  total  monthly 
income  of  at  least  $10  ($15  in  the  case  of  a  couple). 

Definitions  of  Blindness  and  Disability 

The  committee  bill  provides  for  the  establishment  of  nationally 
uniform  definitions  of  blindness  and  disability  for  purposes  of  the 
federally  matched  programs  of  assistance  to  the  blind  and  disabled. 
The  definitions  adopted  are  those  already  applied  in  the  disability 
insurance  program  established  under  title  II  of  the  Social  Security 
Act. 
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t  The  term  "disability"  would  be  defined  by  the  committee  bill  as 
"inability  to  engage  in  any  substantial  gainful  activity  by  reason  of 
any  medically  determinable  physical  or  mental  impairment  which  can 
be  expected  to  result  in  death  or  has  lasted  or  can  be  expected  to  last 
for  a  continuous  period  of  not  less  than  12  months,"  with  further 
clarification  of  the  meaning  of  "substantial  gainful  activity." 

The  term  "blindness'-  would  be  defined  as  "central  visual  acuity 
of  20/200  or  less  in  the  better  eye  with  the  use  of  correcting  lens." 
Also  included  in  this  definition  would  be  the  particular  sight  limita- 
tion which  is  referred  to  as  "tunnel  vision." 

Under  present  law  each  State  is  free  to  prescribe  its  own  definition 
of  blindness  and  disability,  and  the  committee  bill  would  permit  States 
to  continue  assistance  to  individuals  who  are  now  on  the  rolls  under 
the  existing  State  definition,  but  who  would  not  be  considered  blind 
or  disabled  under  the  new  Federal  definitions. 

Prohibition  of  Liens  in  the  Program  of  Aid  to  the  Blixd 

The  committee  bill  would  prohibit  any  State  from  imposing  a  lien 
on  a  blind  individual's  property  as  a  condition  of  his  receiving 
Federally-matched  Aid  to  the  Blind  welfare  payments.  Present  law 
leaves  the  matter  of  liens  up  to  the  discretion  of  the  States. 

Fiscal  Keltef  for  the  States 

The  committee  bill  includes  a  provision  which  generally  would  not 
require  States  in  future  years  to  spend  more  for  assistance  to  the 
aged,  blind,  and  disabled  than  90  percent  of  their  expenditures  for 
this  purpose  in  calendar  year  1970.  The  10  percent  savings  would  be 
paid  from  Federal  funds  as  would  the  full  amount  of  any  increased 
expenditures  resulting  from  mandatory  provisions  of  the  bill  (such 
as  the  $10  pass-along  of  social  security  increases  and  the  $130  national 
minimum  standard  for  assistance  to  the  aged,  blind,  and  disabled). 
Increases  in  caseloads  resulting  from  normal  program  growth  would 
also  be  fully  paid  for  with  Federal  funds,  but  increased  expenditures 
resulting  from  liberalizations  in  State  welfare  programs  not  required 
by  Federal  law  would  not  be  covered  by  the  90  percent  limitation. 
Such  optional  State  liberalizations  would  be  financed  in  accord  with 
the  regular  Federal-State  matching  provisions. 

2.  CHILD  CARE 

Although  present  law  includes  provisions  designed  to  make  child 
care  services  available  to  needy  families  with  children,  these  services 
are  still  unavailable  to  many  who  need  them.  The  lack  of  child  care 
is  particularly  serious  for  those  who  wish  to  participate  in  work  or 
training  programs,  or  who  undertake  employment  in  an  effort  to 
become  economically  independent.  The  committee  bill  would  promote 
the  development  of  additional  services  both  by  providing  for  more 
favorable  matching  to  the  States  for  child  care  services  and  by  estab- 
lishing a  new  mechanism  for  the  delivery  of  these  services,  the  Federal 
Child  Care  Corporation. 
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Federal  Matching  Share 

The  bill  provides  for  an  increase  from  75  percent  to  90  percent  in 
the  Federal  matching  share  for  child  care  services  provided  by  the 
States  under  title  I Y  part  A  of  the  Social  Security  Act,  The  Secre- 
tary of  Health,  Education,  and  Welfare  would  be  authorized  to  pay 
100  percent  of  the  cost  of  child  care  for  a  limited  period  of  time  in 
cases  where  he  determined  that  necessary  care  would  otherwise  be  un- 
available. The  90  percent  matching  rate  would  be  available  to  the 
States  for  child  care  for  families  receiving  Aid  to  Families  with  De- 
pendent Children  and  also  for  past  and  potential  recipients,  if  the 
State  has  adopted  the  optional  program  for  these  groups.  States  would 
be  required  to  maintain  their  present  efforts  so  that  additional  Federal 
funds  would  result  in  expanded  child  care  sen- ices. 

Federal  Child  Care  Corporation 

As  a  mechanism  to  expand  the  availability  of  child  care  services, 
the  bill  would  establish  a  Federal  Child  Care  Corporation.  The 
Corporation  would  have  as  its  first  priority  making  available  child 
care  services  to  children  of  parents  eligible  for  such  services  under 
the  AFDC  program  and  who  need  them  in  order  to  participate  in 
employment  or  training.  However,  it  would  also  have  the  broader 
function  of  making  child  care  available  for  any  family  which  may 
need  it,  regardless  of  welfare  status. 

The  bill  provides  for  $50  million  as  initial  working  capital  for  the 
Corporation.  This  amount  would  be  in  the  form  of  a  loan  by  the 
Secretary  of  the  Treasury  and  would  be  placed  in  a  revolving  fund. 
The  money  would  be  used  by  the  Corporation  to  begin  arranging  for 
child  care  services.  Initially,  the  Corporation  would  contract  with 
existing  public,  private  nonprofit,  and  proprietary  facilities  to  serve 
as  child  care  providers.  To  expand  services,  the  Corporation  would  also 
give  technical  assistance  and  advice  to  organizations  interested  in 
establishing  facilities  under  contract  with  the  Corporation.  In  addi- 
tion, the  Corporation  could  provide  child  care  services  in  its  own 
facilities. 

Fees  would  be  charged  for  all  services  provided  or  arranged  for  by 
the  Corporation.  The  fees  would  go  into  the  revolving  fund  to  provide 
capital  for  further  development  of  services  and  to  repay  the  initial 
loan.  They  would  be  set  at  a  level  which  would  cover  the  costs  to  the 
Corporation  of  arranging  child  care. 

The  bill  also  includes  a  provision  which  authorizes  the  Corporation 
to  issue  bonds  for  construction  if,  after  the  first  two  years  of  operation, 
the  Corporation  feels  that  additional  funds  for  capital  construction  of 
child  care  facilities  are  needed.  Up  to  $50  million  in  bonds  could  be 
issued  each  year,  with  an  overall  limit  of  $250  million  on  bonds  out- 
standing. Construction  is  to  be  undertaken  only  if  child  care  services 
cannot  be  provided  in  existing  facilities. 

Federal  child  care  standards  are  specified  in  the  amendment  to  as- 
sure that  adequate  space,  s^aff  and  health  requirements  are  met.  In 
addition,  facilities  used  by  the  Corporation  would  have  to  meet  the 
Life  Safety  Code  of  the  National  Fire  Protection  Association.  Any 
facility  in  which  child  care  is  provided  by  the  Corporation,  either  di- 
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rectly  or  by  contract,  would  have  to  meet  the  Federal  standards,  but 
would  not  be  subject  to  any  licensing  or  other  requirements  imposed 
by  States  or  localities. 

The  Corporation,  while  providing  a  mechanism  for  expanding  the 
availability  of  child  care  services,  would  not  provide  funds  to  subsi- 
dize child  care.  Those  who  are  able  to  pay  would  be  charged  the  full 
cost  of  services.  The  cost  of  child  care  needed  by  families  on  welfare 
would  be  paid  by  State  welfare  agencies. 

State  welfare  agencies  would  be  free  to  use  the  services  of  the  Cor- 
poration in  providing  child  care  to  welfare  recipients,  but  would  not 
be  required  to  do  so. 

The  Corporation  would  also  have  the  authority  to  conduct  programs 
of  in-service  training,  either  directly  or  by  contract. 

The  bill  requires  the  Corporation  to  submit  a  report  to  each  Con- 
gress on  the  activities  of  the  Corporation,  including  data  and  infor- 
mation necessary  to  apprise  the  Congress  of  the  actions  taken  to 
improve  the  quality  of  child  care  services  and  plans  for  future 
improvement. 

\  The  Corporation  would  be  headed  by  a  Board  of  Directors  con- 
sisting of  three  members,  to  be  appointed  by  the  President  with  the 
consent  of  the  Senate.  The  members  of  the  Board  would  hold  office 
for  a  term  of  three  years. 

A  National  Advisory  Council  on  Child  Care  would  be  established 
to  provide  advice  and  recommendations  to  the  Board  on  matters  of 
general  policy  and  with  respect  to  improvements  in  the  administra- 
tion of  the  Corporation.  The  Council  would  be  composed  of  the  Sec- 
retary of  Health.  Education,  and  Welfare,  the  Secretary  of  Labor, 
the  Secretary  of  Housing  and  Urban  Development,  and  12  individuals, 
appointed  by  the  Board. 

3.  IMPROVEMENTS  IN  THE  WORK  INCENTIVE  PROGRAM 

The  Work  Incentive  Program  was  created  by  the  Congress  as  a 
part  of  the  Social  Security  Amendments  of  1967.  It  represents  an 
attempt  to  cope  with  the  problem  of  rapidly  growing  dependency  on 
welfare  by  providing  welfare  recipients  with  the  training  and  job 
opportunities  needed  to  help  them  become  financially  independent. 

Experience  under  the  program  has  shown  that  a  number  of  modi- 
fications are  desirable.  The  committee's  bill  is  designed  to  strengthen 
and  improve  the  program. 

On-the-Job  Training  and  Public  Service  Employment 

A  major  criticism  of  the  present  Work  Incentive  Program  has  been 
the  lack  of  development  of  on-the-iob  training:  and  public  service  em- 
ployment. On-the-job  training  and  public  service  employment  offer  the 
best  opportunity  for  employment  of  welfare  recipients  because  they 
provide  training  in  actual  job  situations.  Unfortunately,  less  than  two 
percent  of  the  welfare  recipients  enrolled  in  the  Work  Incentive  Pro- 
gram today  are  participating  in  on-the-job  training  and  public  service 
employment.  The  committee  amendment  would  require  that  at  least 
40  percent  of  the  funds  spent  for  the  Work  Incentive  Program  be 
used  for  on-the-job  training  and  public  service  employment. 
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The  committee  bill  would  also  simplify  the  financing  and  increase 
the  Federal  share  of  the  cost  of  public  service  employment  (formerly 
called  special  work  projects)  by  providing  100  percent  Federal  fund- 
ing for  the  first  year  and  90  percent  Federal  sharing  of  the  costs  in 
subsequent  years  (if  the  project  was  in  effect  less  than  three  years, 
Federal  sharing  for  the  first  year  would  be  cut  back  to  90  percent). 

Tax  Incentive  for  Hiring  WIN  Participants 

As  an  incentive  for  employers  in  the  private  sector  to  hire  individ- 
uals placed  in  employment  through  the  "Work  Incentive  Program, 
another  feature  of  the  amendment  would  provide  a  tax  credit  equal 
to  20  percent  of  the  wages  and  salaries  of  these  individuals.  The  credit 
would  only  apply  to  wages  paid  to  these  employees  during  their  first 
12  months  of  employment,  and  it  would  be  recaptured  if  the  employer 
terminated  employment  of  an  individual  during  the  first  12  months 
of  his  employment  or  before  the  end  of  the  following  12  months. 
This  recapture  provision  would  not  apply  if  the  employee  became 
disabled  or  left  work  voluntarily.  (The  tax  credit  is  described  more 
fully  in  Part  H  of  this  summary.) 

Registration  of  Welfare  Recipients  and  Referral  for  Work 

and  Training 

Under  present  law,  all  "appropriate"  welfare  recipients  must  be 
referred  by  the  welfare  agency  to  the  Labor  Department  for  par- 
ticipation in  the  Work  Incentive  Program.  Certain  categories  of 
persons  are  statutorily  considered  inappropriate.  Persons  may 
volunteer  to  participate  in  the  Work  Incentive  Program  even  if  the 
State  welfare  agency  finds  them  inappropriate  for  mandatory  referral. 

Another  criticism  of  the  program  has  been  that  the  State  applica- 
tion of  those  standards  of  "appropriateness"  for  the  program  have 
resulted  in  widely  differing  rates  of  referrals  and  program  participa- 
tion. The  committee's  bill  would  eliminate  this  situation  with  a  series 
of  amendments.  First,  it  would  require  welfare  recipients  to  register 
with  the  Labor  Department  as  a  condition  of  welfare  eligibility  unless 
they  fit  within  one  of  the  following  categories : 

1.  Children  who  are  under  age  16  or  attending  school; 

2.  Persons  who  are  ill,  incapacitated  or  of  advanced  age; 

3.  Persons  so  remote  from  a  WIN  project  that  their  effective 
participation  is  precluded ; 

4.  Persons  Avhose  presence  in  the  home  is  required  because  of 
illness  or  incapacity  of  another  member  of  the  household;  and 

5.  Mothers  with  children  of  preschool  age. 

At  least  15  percent  of  the  registrants  in  each  State  would  be  required 
tote  prepared  bv  the  welfare  agency  for  training  and  referred  to  the 
Work  Incentive  Program  each  year;  States  failing  to  meet  this  per- 
centage would  be  subject  to  a  decrease  in  Federal  matching  funds 
tor  aid  to  families  with  dependent  children.  The  committee  bill  would 
also  establish  clear  statutory  direction  in  determining  which  individ- 
uals would  receive  employment  or  training  by  generally  requiring  the 
Departments  of  Labor  and  Health,  Education,  and  Welfare  to  accord 
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priority  in  the  following  order,  taking  into  account  employability 
potential : 

1.  Unemployed  fathers ; 

2.  Dependent  children  and  relatives  age  16  or  over  who  are  not 
in  school,  working  or  in  training ; 

3.  Mothers  who  volunteer  for  participation ;  and 

4.  All  other  persons. 

Thus,  under  the  amendment,  mothers  would  not  be  required  to  par- 
ticipate until  every  person  who  volunteered  was  first  placed. 

Liberalized  Federal  Matching  for  Training 

The  committee  bill  increases  from  80  percent  to  90  percent  the  rate 
of  Federal  matching  for  WIN  training  expenditures.  Welfare  agency 
expenditures  for  social,  vocational  rehabilitation,  and  medical  services 
which  are  provided  to  directly  support  an  individual's  participation  in 
WIN  would  also  be  matched  at  the  90  percent  rate.  Under  existing  law, 
these  services  are  now  generally  matched  by  the  Federal  Government 
at  the  75  percent  rate. 

Labor  Market  Planning  and  Program  Coordination 

The  committee  bill  would  require  the  Secretary  of  Labor  to  estab- 
lish local  labor  market  advisory  councils  whose  function  would  be  to 
identify  present  and  future  local  labor  market  needs.  The  findings  of 
these  councils  would  have  to  serve  as  the  basis  for  local  training  plans 
under  the  Work  Incentive  Program  to  assure  that  training  was  related 
to  actual  labor  market  demands. 

The  committee  also  mandates  coordination  between  the  Departments 
of  Labor  and  Health,  Education,  and  Welfare  and  their  counterparts 
at  the  local  level.  The  committee  bill  would  require  a  separate  WIN 
unit  in  local  welfare  agencies  and  joint  participation  by  welfare  and 
manpower  agenclies  in  preparing  employability  plans  for  WIN  par- 
ticipants and  in  program  planning  generally. 

Earned  Income  Disregard 

Under  present  law  States  are  required,  in  determining  need  for  Aid 
to  Families  with  Dependent  Children,  to  disregard  the  first  $30 
monthly  earned  by  an  adult  plus  one-third  of  additional  earnings. 
Costs  related  to  work  (such  as  transportation  costs)  are  also  deducted 
from  earnings  in  calculating  the  amount  of  the  welfare  benefit. 

Two  problems  have  been  raised  concerning  the  earned  income  dis- 
regard under  present  law.  First,  Federal  law  neither  defines  nor  limits 
what  may  be  considered  a  work-related  expense,  and  this  has  led  to 
great  variation  among  States  and  to  some  cases  of  abuse.  Secondly, 
some  States  have  complained  that  the  lack  of  an  upper  limit  on  the 
earned  income  disregard  has  the  effect  of  keeping  people  on  welfare 
even  after  they  are  working  full-time  at  wages  well  above  the  poverty 
line. 

The  committee  bill  would  deal  with  both  of  these  problems  by  modi- 
fying the  earnings  disregard  formula  and  by  allowing  only  day  care 
as  a  separate  deductible  work  expense  (with  reasonable  limitations  on 
the  amount  allowable  for  day  care  expenses).  Under  the  committee 
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bill,  States  would  be  required  to  disregard  the  first  $60  earned  monthly 
by  an  individual  working  full-time  ($30  in  the  case  of  an  individual 
working  part  time)  plus  one-third  of  the  next  $300  earned  plus  one- 
fifth  of  amounts  earned  above  this. 

4.  FAMILY  PLANNING  SERVICES 

Under  present  law,  family  planning  services  must  be  offered  all  ap- 
propriate welfare  recipients ;  75  percent  Federal  matching  is  available 
in  meeting  the  cost  of  family  planning  services.  The  committee  bill 
would  provide  100  percent  Federal  funding  for  family  planning  serv- 
ices offered  recipients  of  Aid  to  Families  with  Dependent  Children.  In 
addition,  there  would  be  100  percent  Federal  funding,  at  the  State's 
option,  for  those  who  were  once  welfare  recipients  or  who  are  likely 
to  become  welfare  recipients. 

5.  EMERGENCY  ASSISTANCE  FOR  MIGRANT  FAMILIES 

The  bill  would  require  the  States  to  est  ablish  St  ate- wide  programs  to 
provide  emergency  assistance  to  needy  migrant  families  with  children. 
The  Federal  matching  rate  would  be  75  percent.  Under  present  law 
the  establishment  of  programs  for  migrant  families  is  optional  with 
the  States,  and  the  Federal  share  is  50  percent.  As  under  the  existing 
program,  assistance  could  be  in  the  form  of  money  payments  or  pay- 
ments in  kind.  Assistance  would  be  limited  to  a  period  not  to  exceed 
30  days  in  any  12-month  period. 

6.  OBLIGATION  OF  A  DESERTING  FATHER 

Present  law  requires  that  the  State  welfare  agency  undertake  to 
establish  the  paternity  of  each  child  receiving  welfare  who  was  born 
out  of  wedlock  and  to  secure  support  for  him;  if  the  child  has  been 
deserted  or  abandoned  by  his  parent,  the  welfare  agency  is  required 
to  secure  support  for  the  child  from  the  deserting  parent,  utilizing 
any  reciprocal  arrangements  adopted  with  other  States  to  obtain  or 
enforce  court  orders  for  support.  The  State  welfare  agency  is  further 
required  to  enter  into  cooperative  arrangements  with  the  courts  and 
with  law  enforcement  officials  to  carry  out  this  program.  Access  is 
authorized  to  both  Social  Security  and  Internal  Revenue  Service 
records  in  locating  deserting  parents. 

The  committee  added  to  these  provisions  an  amendment  which  would 
make  it  a  Federal  misdemeanor  for  a  father  to  cross  State  lines  in 
order  to  avoid  his  family  responsibilities. 

In  addition,  the  committee  bill  also  provides  that  an  individual  who 
has  deserted  or  abandoned  his  spouse,  child,  or  children  shall  owe  a 
monetary  obligation  to  the  United  States  equal  to  the  Federal  share 
of  any  welfare  payments  made  to  the  spouse  or  child  during  the  period 
of  desertion  or  abandonment.  In  those  cases  where  a  court  has  issued 
an  order  for  the  support  and  maintenance  of  the  deserted  spouse  or 
children,  the  obligations  of  the  deserting  parent  would  be  limited  to 
the  amount  specified  by  the  court  order.  If  the  State  has  obtained  a 
court  order,  the  Federal  Government  would  attempt  to  recover  both 
the  Federal  and  non-Federal  share  of  welfare  payments  to  the  desert- 
ing father's  family.  If  the  State  has  not  obtained  a  court  order,  the 
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Federal  Government  would  only  attempt  to  recover  the  Federal  share 
of  the  welfare  payments.  The  deserting  parent's  obligation  could  be 
collected  in  the  same  manner  as  any  other  obligation  against  the  United 
States. 

The  bill  also  would  authorize  Federal  officials  knowing  the  where- 
abouts of  a  deserting  parent  to  furnish  this  information  to  such  par- 
ent's spouse  (or  to  the  guardian  of  his  child)  in  cases  in  which  a  court 
order  for  child  support  has  been  issued  against  him. 

7.  CLARIFICATION  OF  CONGRESSIONAL  INTENT  REGARDING  WELFARE 

STATUTES 

Denial  or  Eligibility  for  Aid  to  Families  with  Dependent  Chil- 
dren Where  There  Is  a  Continuing  Parent-Child  Relationship 

Under  present  law,  aid  to  families  with  dependent  children  is  avail- 
able to  children  who  have  been  deprived  of  parental  support  by  reason 
of  the  "continued  absence  from  the  home"  of  a  parent.  In  a  recently 
decided  opinion,  the  Supreme  Court  ruled  that  a  State  could  not  con- 
sider a  child  ineligible  for  welfare  when  there  was  a  substitute  parent 
with  no  legal  obligation  to  support  the  child.  The  Court  stated :  "We 
believe  Congress  intended  the  term  'parent'  in  section  406(a)  of  the 
act  *  *  *  to  include  only  those  persons  with  a  legal  duty  of  support." 

The  committee  bill  would  clarify  Congressional  intent  by  permit- 
ting States  to  take  into  account  the  presence  of  a  man  in  the  house  if 
there  exists  between  the  man  and  the  dependent  child  a  continuing 
parent-child  relationship.  For  purposes  of  determining  whether  such 
relationship  exists  between  a  child  and  an  adult  individual,  only  the 
following  f  actors  could  be  taken  into  account : 

( 1 )  They  are  frequently  seen  together  in  public ; 

(2)  The  individual  is  the  parent  of  a  half-brother  or  half- 
sister  of  the  child ; 

3)  The  individual  exercises  parental  control  over  the  child; 

4)  The  individual  makes  substantial  gifts  to  the  child  or  to 
members  of  his  family ; 

(5)  The  individual  claims  the  child  as  a  dependent  for  income 
tax  purposes ; 

(6)  The  individual  arranges  for  the  care  of  the  child  when  his 
mother  is  ill  or  absent  from  the  home ; 

(7)  The  individual  assumes  responsibility  for  the  child  when 
there  occurs  in  the  child's  life  a  crisis  such  as  illness  or  detention 
by  public  authorities ; 

(8)  The  individual  is  listed  as  the  parent  or  guardian  of  the 
child  in  school  records  which  are  designed  to  indicate  the  identity 
of  the  parents  or  guardians  of  children ; 

(9)  The  individual  makes  frequent  visits  to  the  place  of  resi- 
dence of  the  child ;  and 

(10)  The  individual  gives  or  uses  as  his  address  the  address  of 
such  place  of  residence  in  dealing  with  his  employer,  his  creditors, 
postal  authorities,  other  public  authorities,  or  others  with  whom 
he  may  have  dealings,  relationships,  or  obligations. 

A  child-parent  relationship  could  be  determined  to  exist  only  on 
the  basis  of  an  evaluation  of  these  factors  taken  together  with  any 
evidence  which  may  refute  any  inference  related  to  these  factors. 
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Duration  of  Residence  Requirement 

The  committee  bill  requires  States  to  impose  a  one-year  duration  of 
residence  requirement  in  determining  eligibility  for  welfare.  How- 
ever, Federal  matching  would  not  be  denied  solely  because  a  State 
failed  to  meet  this  requirement.  If  a  welfare  recipient  moved  to  a 
State  with  a  one-year  duration  of  residence  requirement,  his  State  of 
origin  would  be  required  to  continue  his  welfare  payments  (as  long  as 
he  remained  eligible)  for  up  to  12  months,  by  which  time  the  indi- 
vidual could  establish  eligibility  for  welfare  in  his  new  State  of 
residence. 

Limitation  on  Duration  or  Welfare  Appeals  Process 

Recently  the  Supreme  Court  ruled  that  assistance  payments  could 
not  be  terminated  before  a  recipient  is  afforded  an  evidentiary  hear- 
ing. The  committee  bill  would  require  that  States  reach  decisions  on 
an  individual  appeal  within  30  days.  The  committee  bill  also  requires 
the  repayment  of  amounts  which  it  is  determined  a  recipient  was  not 
entitled  to  receive.  Any  amounts  not  repaid  could  be  considered  an 
obligation  of  the  recipient  to  be  withheld  from  any  future  assistance 
payments  to  which  the  individual  may  be  entitled. 

States  Permitted  to  Seek  to  Establish  Name  of  Putative  Father 

A  recent  court  decision  held  that  a  mother's  refusal  to  name  the 
father  of  her  illegitimate  child  could  not  result  in  denial  of  aid  to 
families  with  dependent  children  (AFDC).  The  applicable  State 
regulation  was  held  to  be  inconsistent  with  the  provision  in  Federal 
laAv  that  AFDC  be  "promptly  furnished  to  all  eligible  individuals" 
on  the  grounds  that  the  State  regulation  imposed  an  additional  con- 
dition of  eligibility  not  required  by  Federal  law.  The  Court  reached 
this  conclusion  despite  the  explicit  requirement  in  Federal  law  that 
States  attempt  to  establish  paternity  when  a  child  is  born  out  of 
wedlock. 

The  committee's  bill  would  clarify  congressional  intent  by  specify- 
ing that  the  requirement  that  welfare  be  furnished  "promptly"  may 
not  preclude  a  State  from  seeking  the  aid  of  a  mother  in  identifying 
the  father  of  a  child  born  out  of  wedlock. 

Requiring  Welfare  Recipient  to  Permit  Caseworker  in  the  Home 

The  committee  amendment  permits  States,  if  they  wish,  to  require 
as  a  condition  of  welfare  eligibility  that  recipients  allow  a  caseworker 
to  visit  the  home.  Home  visits  would  have  to  be  made  at  a  reasonable 
time  and  with  reasonable  advance  notice. 

8.  REGULATIONS  OF  THE  DEPARTMENT  OF  HEALTH,  EDUCATION, 

AND  WELFARE 

The  committee  bill  would  curb  the  regulatory  authority  of  the 
Department  of  Health,  Education,  and  Welfare  in  several  particulars. 
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"Declaration  Method"  of  Determining  Eligibility  Permitted  But 

Not  Required 

The  Committee  bill  would  preclude  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  from  requiring  by  regulation  that  States  use  a 
simplified  declaration  method  in  determining  eligibility  for  Avelfare. 
As  under  present  laAv,  States  would  be  free  to  use  this  method  if  they 
so  wished,  but  they  could  not  be  required  to  do  so  by  regulation. 

Definition  of  Unemployment 

Under  present  law,  Aid  to  Families  with  Dependent  Children  may 
be  paid  to  a  family  headed  by  an  unemployed  father,  at  the  option 
of  the  State  (23  States  now  offer  such  assistance).  However,  there  is 
no  Federal  definition  of  "unemployment"  in  the  statute.  The  committee 
approved  an  amendment  defining  a  father  as  unemployed  for  welfare 
purposes  if  he  has  worked  less  than  10  hours  in  the  last  Aveek  or  less 
than  80  hours  in  the  last  30  days. 

9.  USE  OF  FEDERAL  FUNDS  TO  UNDERMINE  FEDERAL  PROGRAMS 

The  committee  added  a  section  to  the  general  provisions  of  the  So- 
cial Security  Act  specifying  that  no  Federal  funds  may  be  used  to  pay, 
directly  or  indirectly,  the  compensation  of  any  individual  who  in  any 
way  participates  in  Federally  supported  legal  action  designed  to 
nullify  congressional  statutes  or  policy  under  the  Social  Security  Act. 

10.  USE  OF  SOCIAL  SECURITY  NUMBERS 

The  committee  bill  requires  that  on  and  after  January  1,  1972, 
State  welfare  agencies  use  the  social  security  number  of  each  welfare 
recipient  as  an  identification  number  in  the  administration  of  public 
assistance  programs. 

11.  TESTING  OF  WELFARE  REFORM  ALTERNATIVES 

The  committee  bill  provides  for  a  broad  program  of  testing  of  vari- 
ous approaches  to  reform  of  the  welfare  system.  The  Secretary  of 
Health,  Education,  and  Welfare  would  be  authorized  to  conduct  up  to 
four  tests  of  possible  alternatives  to  the  AFDC  program.  One  or  two 
of  these  tests  would  involve  "family  assistance"  type  programs, 
and  one  or  two  of  the  tests  would  involve  "workfare"  programs.  In 
addition,  the  bill  provides  for  a  pilot  project  of  a  program  of  re- 
habilitation of  welfare  recipients  to  be  administered  by  vocational 
rehabilitation  personnel. 

The  "family  assistance"  tests  would  follow  the  traditional  welfare 
approach  of  providing  money  payments  to  families  with  incomes  be- 
low certain  levels,  but  would  extend  this  assistance  to  all  families  with 
fathers  including  the  so-called  "working  poor" — low-income  families 
headed  by  a  fully  employed  male — who  are  not  eligible  for  AFDC. 
As  under  AFDC,  a  portion  of  earnings  would  be  disregarded  to  pro- 
vide work  incentives,  and  nondisabled  adults  (with  certain  excep- 
tions) would  be  required  to  accept  employment  or  training. 


53 


The  "workfare"  tests  would  make  a  sharp  distinction  between  wel- 
fare and  "workfare."  Families  with  preschool  age  children  where  the 
father  is  dead,  absent,  or  disabled  would  be  presumed  unemployable 
and  would  be  eligible  for  cash  welfare  payments.  Other  low  income 
families  would  not  be  eligible  for  such  payments  but  would  be  guaran- 
teed work  opportunity,  with  training  and  other  preparation  for  em- 
ployment where  necessary.  Participants  in  these  "workfare"  programs 
would  have  their  wages  supplemented  if  they  are  below  the  minimum 
wage.  Allowances  would  also  be  paid  to  those  in  training.  Child  care 
and  other  services  would  be  provided  as  necessary. 

The  pilot  project  to  test  the  administration  of  welfare  programs  by 
vocational  rehabilitation  personnel  would  involve  assistance  payments 
according  to  regular  AFDC  standards.  These  payments  would,  how- 
ever, be  administered  through  the  facilities  and  personnel  of  the 
Rehabilitation  Services  Administration  which  would  also  apply  its 
rehabilitation  techniques  to  welfare  recipients  in  an  attempt  to  en- 
courage and  assist  adult  individuals  with  a  potential  for  work  to  pre- 
pare for  and  obtain  employment. 

The  various  tests  would  run  for  a  minimum  of  two  years,  involve 
State  sharing  in  costs  at  a  level  not  in  excess  of  State  sharing  in  the 
costs  of  AFDC,  and  involve  continuing  consultation  among  the  De- 
partment of  Health,  Education,  and  Welfare  which  would  conduct 
the  tests,  the  General  Accounting  Office,  and  the  Congress.  Each  test 
would  have  to  cover  all  eligible  families  within  a  State  or  a  part  of  a 
State,  and  for  the  duration  of  the  test  no  AFDC  payments  could  be 
made  to  families  residing  in  the  test  area.  Each  "family  assistance" 
test  would  have  to  run  concurrently  with  a  "workfare"  test  and  the 
two  test  areas  would  have  to  be  comparable  with  respect  to  various 
relevant  factors  including  population,  per  capita  income,  and  un- 
employment rate. 


G.  Veterans'  Pension  Increase 


The  committee  bill  incorporates  the  text  of  S.  3385,  a  bill  to  increase 
pension  benefits  to  veterans  and  widows  by  up  to  9  percent.  The  com- 
mittee bill  would  also  increase  the  income  limitations,  from  $2,000  to 
$2,300  in  the  case  of  a  veteran  or  widow  alone,  and  from  $3,200  to  $3,600 
in  the  case  of  a  married  veteran  or  widow  with  a  child. 

H.  Miscellaneous  Amendments 

1.  TAX  AMENDMENTS 

Denial  of  Tax  Deduction  With  Respect  to  Certain  Medical 

Referral  Payments 

Present  law  provides  that  no  tax  deduction  is  to  be  allowed  for 
illegal  bribes  or  kickbacks  where,  as  a  result  of  the  payment,  there  is 
successful  criminal  prosecution.  If  the  bribe  or  kickback  does  not 
constitute  a  criminal  act  (presumably  even  if  there  is  a  loss  of  license) , 
or  if  the  taxpayer  is  not  successfully  prosecuted,  the  deduction  is 
allowable. 

This  provision  deletes  the  requirement  in  present  law  of  a  criminal 
conviction  in  the  case  of  bribes  and  kickbacks  before  a  deduction  for 
such  a  payment  is  denied.  In  lieu  thereof,  the  provision  provides  that 
no  deduction  is  to  be  allowed  for  a  bribe  or  kickback  which  is  illegal 
under  either  Federal  or  State  law,  if  these  laws  subject  the  party 
involved  to  liability  for  criminal  or  civil  penalties  (including  the  loss 
of  license).  In  the  case  of  a  payment  which  is  illegal  under  State  law, 
the  deduction  will  be  denied  on  the  basis  of  such  illegality  only  if  the 
law  is  generally  enforced.  Other  sections  of  this  bill  provide  that 
medical  referral  fees  under  the  medicare  or  medicaid  programs  are 
illegal.  It  is  made  clear  that  referral  fees  are  to  be  treated  as  bribes 
or  kickbacks  for  purposes  of  this  provision. 

Required  Information  Relating  to  Excess   Medicare  Tax 
Payments  by  Railroad  Employees 

Present  law  provides  that  a  railroad  employee  whose  work  is 
covered  by  railroad  retirement  and  who  is  also  employed  in  other 
work  covered  by  social  security  is  entitled  to  receive  a  credit  or  refund 
of  the  excess  medicare  tax  he  may  have  paid  because  of  this  dual 
employment  status.  To  enable  a  railroad  employee  to  claim  his  excess 
medicare  tax  as  a  credit  on  his  income  tax  return,  all  railroad  employers 
are  required  to  include  on  the  W-2  forms  given  to  their  employees, 
the  amount  of  compensation  covered  by  railroad  retirement  and  the 
hospital  tax  deducted. 

Because  of  the  inability  of  most  railroads  to  furnish  the  required 
information  by  January  31  (primarily  because  of  a  broader  wage  con- 
cept under  railroad  retirement)  and  the  fact  that  only  a  relatively 
few  employees  are  eligible  for  this  refund,  this  provision  changes  the 
requirement  that  railroad  employers  supply  separate  hospital  tax 
information  on  the  W-2  forms  for  all  of  their  employees.  In  lieu 
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thereof,  the  provision  requires  that  railroad  employers  include  on,  or 
with,  the  W-2  form  furnished  to  its  employees,  a  notice  with  respect 
to  the  allowance  of  the  credit  or  refund  of  the  tax  on  railroad-covered 
wages  in  those  cases  where  the  employee  has  also  received  other  wages 
covered  under  the  social  security  program.  Upon  the  request  of  an 
employee,  railroad  employers  are  required  to  furnish  to  the  employee 
a  written  statement  showing  the  amount  of  the  railroad  tax  coverage, 
the  total  amount  deducted  as  tax,  and  the  portion  of  the  total  amount 
which  is  for  the  financing  of  the  cost  of  hospitalization  insurance 
under  the  medicare  program. 


Present  law  provides  that  a  person  who  makes  specified  kinds  of 
payments  in  the  course  of  a  trade  or  business  to  another  person, 
amounting  to  $600  or  more  in  a  calendar  year,  must  file  an  information 
return  showing  the  amount  paid  and  the  name,  address,  and  identify- 
ing number  of  the  recipient.  Although,  under  this  general  requirement, 
persons  engaged  in  a  trade  or  business  are  required  to  report  direct 
payments  to  providers  of  health  care  services  (often  described  as 
"assigned"  payments),  there  is  no  authority  under  present  law  to 
require  the  reporting  of  payments  made  to  patients  themselves 
("unassigned"  payments),  even  though  in  the  normal  circumstances, 
they  are  paid  over  to  providers  of  health  care  services,  or  represent 


The  bill  provides  specifically,  in  addition  to  the  general  requirement 
of  present  law,  that  all  payments  in  the  course  of  a  trade  or  business 
made  to  providers  of  health  care  services  in  the  case  of  direct  or 
"assigned"  payments  must  be  reported.  Further,  in  the  case  of  "un- 
assigned"  or  indirect  payments,  reporting  will  be  required  in  those 
cases  where  the  Federal  Government  administers  the  health  program 
or  funds  the  program  to  a  substantial  extent.  The  reporting  require- 
ment specifically  includes  professional  service  corporations,  proprietary 
hospitals,  and  other  payees  who  may  act  as  conduits  for  providers  of 
health  care  services. 

The  provision  also  requires  the  Secretary  of  the  Treasury  and  the 
Secretary  of  Health,  Education,  and  Welfare  to  study  the  extent  to 
which  "unassigned"  and  "assigned"  claims  are  used  to  obtain  pay- 
ments from  insurance  organizations  and  to  report  each  year  to  the 
Senate  Committee  on  Finance  and  the  House  Committee  on  Ways 
and  Means  any  significant  shift  from  the  use  of  "assigned"  claims  to 
"unassigned"  claims.  In  addition,  the  provision  requires  that  the 
Secretary  of  Health,  Education,  and  Welfare  keep  records  showing 
the  identity  of  each  provider  of  medical  or  health  care  items  or  serv- 
ices under  the  medicare  and  medicaid  programs,  the  types  of  items  or 
services  provided  and  the  aggregate  amounts  paid  to  the  providers 
under  each  program.  Health  care  providers  are  required  to  be  identified 
by  their  taxpayer  identifying  numbers.  The  Secretary  of  Health, 
Education,  and  Welfare  must  submit  to  the  Senate  Committee  on 
Finance  and  the  House  Committee  on  Ways  and  Means  annually  a 
report  identifying  each  person  who  is  paid  a  total  of  $25,000  or  more 
during  the  preceding  year  under  the  medicare  and  medicaid  programs. 
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These  reports  are  due  to  be  submitted  for  the  calendar  year,  beginning 
with  1970,  not  later  than  June  30  of  the  following  calendar  year. 

Tax  Credit  for  Portion  of  Salary  Paid  Participants  in  Work 
Incentive  Programs 

Under  present  law  there  are  no  special  tax  provisions  relating  to 
the  costs  of  employee  training  programs.  These  costs  are  treated  as 
any  other  business  expense  and  may  be  deducted  if  they  are  ordinary 
and  necessary  in  carrying  on  the  taxpayer's  trade  or  business. 

This  provision  provides  a  special  tax  incentive  for  employers  who 
hire  individuals  under  a  work  incentive  program  (WIN)  established 
under  section  432(b)(1)  of  the  Social  Security  Act.  The  taxpayer 
would  be  allowed,  as  a  credit  against  his  income  tax  liability,  and  in 
addition  to  his  regular  business  deduction,  an  amount  equal  to  20% 
of  the  wages  and  salaries  paid  to  the  employee  during  the  first 
12  months  of  his  employment.  Any  unused  tax  credits  could  be  car- 
ried back  to  the  three  preceding  taxable  years  (but  only  to  a  taxable 
year  beginning  after  December  31,  1968)  and  then  could  be  carried 
forward  to  the  next  seven  succeeding  taxable  years. 

However,  if  the  taxpayer  terminated  the  employment  of  the  individ- 
ual at  any  time  during  the  first  12  months  of  employment,  or  at  any 
time  during  the  next  12  months,  any  tax  credit  allowed  under  this  pro- 
vision would  be  recaptured.  The  credit  would  be  recaptured  by  in- 
creasing the  taxpayer's  tax  liability,  in  the  year  of  termination,  by 
an  amount  equal  to  previous  tax  credits  allowed  with  respect  to  the 
employee.  The  recapture  provision  would  not  apply  if  the  employee 
voluntarily  left  the  employment  of  the  taxpayer,  or  if  the  employee 
became  disabled.  Further,  a  credit  would  not  be  allowed  for  any  ex- 
penses of  training  outside  the  United  States  or  if  the  employee  is 
closely  related  to  the  taxpayer. 

Ketirement  Income  Credit 

Present  law  provides  a  retirement  income  credit  of  15  percent  of 
eligible  retirement  income  up  to  a  maximum  of  $1,524  for  a  single 
person  and  $2,286  for  married  couples  where  each  is  fully  eligible  in 
his  or  her  own  right.  The  credit  is  designed  to  provide  comparable 
tax  treatment  to  those  who  receive  tax-exempt  social  security  benefits 
and  those  who  receive  taxable  pensions.  Consequently,  the  maximum 
base  for  the  credit  is  reduced  by  social  security  benefits  received  and  by 
earnings  in  excess  of  $1,200 — a  reduction  of  50  cents  for  each  dollar 
of  earnings  between  $1,200  and  $1,700  and  dollar  for  dollar  for  earn- 
ings in  excess  of  $1,700. 

Because  of  increases  in  social  securitv  benefits  since  the  present  maxi- 
mum base  for  the  credit  was  established,  this  provision  increases  the 
base  for  the  credit  to  more  closely  approximate  the  current  levels 
of  social  security  benefits.  It  increases  the  $1,524  to  $1,872  and  the 
$2,286  to  $2,808.  In  addition,  the  amount  that  can  be  earned  without 
reducing  the  base  for  the  credit  is  raised  from  $1,200  to  $1,680  and 
the  range  within  which  the  base  is  reduced  50  cents  for  each  dollar  of 
earnings  is  raised  to  $1,680  to  $2,880. 
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2.  OTHER  AMENDMENTS 

The  committee  also  added  provisions  relating  to  the  authorization 
of  the  managing  trustee  of  the  social  security  trust  funds  to  accept 
gifts  made  unconditionally  to  the  Social  Security  Administration, 
authorizing  loans  for  the  installation  of  sprinkler  systems  necessary 
for  facilities  to  meet  medicare  standards,  increasing  the  grade  level 
of  the  Commissioner  of  Social  Security,  requiring  the  consent  of  the 
Senate  to  future  appointments  to  the  position  of  Administrator  of 
Social  and  Rehabilitation  Services,  and  extension  of  the  provision  for 
disregarding  certain  social  security  benefit  increases  under  welfare 
programs. 
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%  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  NOT  CHANGED  BY 

THE  COMMITTEE 

Increase  in  Special  Payments  to  People  Age  72  or  Older 
(Sec.  102  of  the  bill) 

The  bill  would  increase  by  5  percent  the  special  cash  payments  that 
are  made  under  present  law  to  people  age  72  and  older  who  are  not 
insured  for  regular  cash  benefits  under  the  social  security  system. 

Under  the  1965  amendments  to  the  social  security  law,  special 
monthly  payments  were  provided  for  certain  people  who  reached  age 
72  before  1969  on  the  basis  of  less  work  than  is  needed  to  qualify  for 
regular  cash  benefits.  The  cost  of  the  payments  under  this  provision  is 
met  out  of  the  old-age  and  survivors  insurance  trust  fund. 

Special  monthly  payments  were  also  provided,  under  an  amendment 
to  the  law  enacted  in  1966,  for  persons  with  no  social  security  credits 
who  reached  age  72  before  1968  and  for  persons  who  reach  age  72 
after  1968  and  before  1972  who  have  earned  credit  for  some  work  but 
who  do  not  qualify  for  payments  under  either  the  regularly  insured 
or  transitionally  insured  feature  in  the  law.  Payments  made  to  the 
uninsured  aged  are  reduced  by  the  amount  of  any  pension,  retirement 
benefit,  or  annuity  that  a  person  is  receiving  under  any  other  govern- 
mental pension  system.  Also,  the  payments  are  suspended  for  any 
month  for  which  the  person  receives  a  payment  under  a  federally 
aided  public  assistance  program.  Most  of  the  cost  of  the  payments 
under  this  provision  is  met  from  general  revenues. 

Under  the  increase  provided  in  the  bill,  the  payments  under  both 
of  these  special  provisions  would  be  increased  by  5  percent,  from  $46 
to  $48.30  for  an  individual  and  from  $69  to  $72.50  for  a  couple,  effec- 
tive for  January  1971.  About  6,000  people  who  do  not  now  get  the 
special  payments  because  they  are  now  getting  payments  either  under 
another  governmental  pension  system  that  are  as  large  as  the  special 
payment  under  present  law  or  because  they  are  getting  welfare  pay- 
ments would  qualify  for  payments,  and  about  600,000  people 
would  qualify  for  higher  payments,  under  this  provision. 

An  estimated  $16  million  in  additional  payments  would  be  paid  out 
in  the  first  full  year;  about  $14  million  of  this  amount  would  be  paid 
from  general  revenues. 

The  benefit  increase  would  be  effective  for  January  1971.  However, 
like  the  regular  benefit  increase — discussed  below — the  increased 
amounts  would  not  be  paid  until  April. 
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Liberalization  of  the  Retirement  Test 

(Sees.  105  and  106  of  the  bill) 

Under  present  law,  if  a  beneficiary  under  age  72  earns  more  than 
$1,680  in  a  year,  $1  less  in  benefits  is  paid  for  each  $2  of  earnings 
between  $1,680  and  $2,880  and  for  each  $1  of  earnings  above  $2,880. 
However,  full  benefits  are  paid,  regardless  of  the  amount  of  annual 
earnings,  for  any  month  in  which  the  beneficiary  neither  works  for 
wages  of  more  than  $140  nor  renders  substantial  services  in  self- 
employment. 

Under  the  committee  bill,  a  beneficiary  would  receive  the  full 
amount  of  his  benefits  each  month  if  his  annual  earnings  did  not  exceed 
$2,000  and  his  benefit  would  be  reduced  by  $1  for  each  $2  of  earnings 
above  $2,000. 

The  committee  bill,  like  the  House  bill,  would  increase  from  $140 
to  $166.66%  the  amount  of  wages  a  beneficiary  may  earn  in  a  given 
month  and  still  get  full  benefits  for  that  month,  regardless  of  his 
annual  earnings.  The  changes  would  update  the  retirement  test  to 
take  into  account  the  increase  in  earnings  levels  since  the  present 
$1,680  annual  exempt  amount  became  effective  (in  1968)  and  make 
possible  an  increase  in  annual  income  for  many  of  the  beneficiaries 
who  work. 

The  bill  would  also  retain  the  retirement  test  provision  in  the  House 
bill  that  would  apply  in  the  year  in  which  a  worker  reaches  age  72. 
Under  present  law,  benefits  are  not  withheld  under  the  test  for  months 
when  the  person  is  age  72  or  older.  However,  in  the  year  in  which  a 
beneficiary  reaches  age  72,  earnings  in  and  after  the  month  in  which 
he  reaches  age  72  are  counted  in  determining  whether  benefits  are 
reduced  or  withheld  for  the  months  before  he  reached  age  72.  Many 
beneficiaries  believe  that  earnings  after  they  reach  age  72  are  not 
counted  under  the  retirement  test;  as  a  result,  they  may  find  that 
they  have  been  overpaid.  The  committee  bill  would  provide  that 
only  amounts  earned  before  the  month  in  which  the  beneficiary  be- 
came 72  would  be  used  in  determining  his  earnings  for  the  year  for 
retirement  test  purposes.  In  applying  this  provision,  the  earnings  of  a 
self-employed  beneficiary  would  be  prorated  equally  to  the  months 
in  his  taxable  year. 

About  650,000  beneficiaries  who  will  receive  some  benefits  for 
months  in  1971  under  present  law  would  receive  additional  benefits, 
and  about  380,000  persons  who  would  receive  no  benefits  under  present 
law  would  receive  some  benefits.  Additional  benefit  payments  in  the 
first  full  year  would  be  about  $404  million. 

The  provision  would  be  effective  for  taxable  years  ending  after  1970. 

Dependent  Widower's  Benefits  at  Age  60 

(Sec.  107  of  the  bill) 

Under  present  law,  an  aged  widow  can  become  entitled  to  widow's 
insurance  benefits  at  age  60,  but  an  aged  dependent  widower  cannot 
become  entitled  to  dependent  widower's  benefits  until  age  62.  The 
1965  amendments  lowered  the  age  of  eligibility  for  widows  from  62  to 
60  but  did  not  change  the  age  of  eligibility  for  dependent  widowers. 
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The  committee  believes  that  the  age  of  eligibility  should  be  the  same 
for  aged  dependent  widowers  as  for  aged  widows.  Accordingly,  the  bill 
would  lower  the  age  of  eligibility  for  aged  dependent  widower's  benefits 
from  62  to  60.  The  benefits  payable  to  an  aged  dependent  widower 
who  starts  getting  benefits  before  age  62  would  be  actuarially  reduced, 
as  are  the  benefits  under  present  law  for  aged  widows  who  come  on  the 
benefit  rolls  before  age  62, 

Because  the  benefit  amount  payable  at  age  60  would  be  reduced  to 
take  account  of  the  longer  period  over  which  benefits  would  be  paid, 
the  payment  of  these  benefits  would  not  result  in  any  additional 
long-range  cost  to  the  program. 

Application  for  Disability  Benefits  After  Disabled  Worker's 

Death 

(Sec.  Ill  of  the  bill) 

Under  present  law,  an  application  must  be  filed  with  the  Social 
Security  Administration  to  establish  entitlement  to  social  security 
disability  insurance  benefits  by  the  disabled  worker  or,  if  he  is  unable 
to  file  an  application,  by  another  person  on  his  behalf.  In  either  event, 
entitlement  to  disability  insurance  benefits  cannot  be  established  unless 
the  application  is  filed  during  the  worker's  lifetime. 

In  most  cases  a  timely  application  is  filed  by  or  on  behalf  of  a  dis- 
abled worker  who  meets  the  other  eligibility  conditions  of  the  law, 
so  that  the  benefit  rights  of  both  the  disabled  worker  and  his  depend- 
ents are  protected.  However,  in  a  relatively  few  cases  a  disabled 
worker  who  would  have  been  eligible  for  benefits  dies  before  an  appli- 
cation is  filed  and  his  disability  benefit  rights  are  lost.  As  a  result,  the 
living  expenses  and  additional  costs  incurred  by  the  disabled  worker 
during  the  period  of  his  disablement  may  remain  unpaid  and  become 
obligations  of  his  survivors. 

The  committee  has,  therefore,  approved  the  provision  of  the  House 
bill  which  would  permit  disability  insurance  benefits  to  be  paid  if  an 
application  is  filed  within  3  months  after  the  month  in  which  a  dis- 
abled worker  dies.  Benefit  payments  which  would  have  been  payable 
upon  application  by  the  disabled  worker  would  then  be  payable  for  up 
to  twelve  months  prior  to  the  month  in  which  an  application  is  filed. 
An  application  filed  within  the  extended  period  would  also  permit 
entitlement  to  dependent's  benefits  to  be  established. 

The  provision  would  apply  in  cases  of  deaths  occurring  in  or  after 
the  year  of  enactment.  In  cases  in  which  the  disabled  worker  died  in  the 
year  the  bill  is  enacted  but  prior  to  enactment  of  the  bill,  an  application 
could  be  filed  within  three  months  after  the  date  of  enactment  and  the 
application  would  be  deemed  to  have  been  filed  in  the  month  of  death. 

Penalty  for  Furnishing  False  Information  To  Obtain  a  Social 
Security  Account  Number 

(Sec.  114  of  the  bill) 

Under  present  law,  criminal  penalties  are  provided  for  any  person 
who  makes  a  false  representation  to  obtain  payment  of  social  security 
benefits  which  are  not  due  him.  These  penalties  may  be  applied,  for 
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example,  if  a  person  attempts  to  get  benefits  based  on  his  own  earnings 
under  more  than  one  social  security  number,  or  to  avoid  having  his 
benefits  withheld  under  the  retirement  test  by  drawing  benefits  under 
one  number  while  continuing  to  work  for  high  earnings  under  a  false 
name  and  another  number,  or  to  continue  to  draw  disability  benefits 
while  engaged  in  substantial  gainful  employment  under  another 
name  and  number.  Penalties  are  not  provided  in  the  social  security 
law  for  those  individuals  who  give  false  information  in  order  to  secure 
multiple  social  security  numbers  with  an  intent  to  conceal  their  true 
identities. 

The  use  of  false  names,  aided  by  a  social  security  number  issued  in 
false  names,  has  led  to  a  number  of  problems  in  both  private  business 
and  the  administration  of  Government  programs.  Therefore,  the  bill 
as  passed  by  the  House  and  approved  by  the  committee  would  provide 
criminal  penalties  if  an  individual,  with  intent  to  deceive  the  Secretary 
of  Health,  Education,  and  Welfare  as  to  his  true  identity  knowingly 
and  willfully  furnishes  false  information  on  an  application  for  a  social 
security  number  for  the  purpose  of  obtaining  more  than  one  number 
or  of  establishing  a  social  security  record  under  a  different  name. 
Upon  conviction,  an  individual  shall  be  fined  not  more  than  $1,000 
or  imprisoned  for  not  more  than  one  year,  or  both.  The  penalty  would 
not  be  applicable,  however,  if  the  person  obtaining  more  than  one 
social  security  number  provides  sufficient  information  to  permit  the 
Social  Security  Administration  to  identify  all  the  numbers  issued  to 
such  person  so  that  all  of  his  wage  credits  may  be  combined. 

Guarantee  That  No  Family  Would  Have  Its  Total  Family 
Benefits  Decreased  as  a  Result  of  an  Increase  in  the 
Worker's  Benefit 

(Sec.  115  of  the  bill) 

In  the  past,  when  general  benefit  increases  have  been  enacted,  it 
has  been  possible  in  certain  cases  for  a  family  that  comes  on  the  bene- 
fit rolls  after  the  increase  is  effective,  and  who  is  entitled  to  retroactive 
benefits  in  the  period  before  the  increase  is  effective,  to  have  its  total 
family  benefits  decreased  slightly  below  what  they  would  be  if  the 
family  had  been  on  the  rolls  in  the  month  before  the  benefit  increase 
became  effective.  A  decrease  of  this  sort  can  also  occur  when  a  worker's 
benefit  is  increased  as  a  result  of  a  recomputation  of  his  benefit  to 
include  additional  earnings.  The  decreases  occur  in  cases  where  the 
family  maximum  provision  applies  and  the  worker's  benefit  is  actu- 
arially reduced  (because  it  started  before  age  65). 

A  special  provision  was  included  in  the  1969  amendments  to  prevent 
a  decrease  in  total  family  benefits  from  occurring  under  the  general 
benefit  increase  that  was  included  in  those  amendments.  But  the  pro- 
vision was  only  temporary  in  effect — it  applied  only  to  the  general 
benefit  increase  under  the  1969  amendments,  and  did  not  apply  to 
recomputations  required  in  the  future  because  the  beneficiary  had 
additional  earnings. 

The  bill  includes  a  provision  under  which  no  family  would  have  its 
total  family  benefits  decreased  because  of  an  increase  in  the  worker's 
benefit  resulting  from  a  recomputation  of  the  worker's  benefit  to  in- 
clude additional  earnings.  (The  10-percent  increase  in  the  maximum 
family  benefits  provided  under  the  committee  bill  will  avoid  any 
decrease  in  family  benefits  as  a  result  of  the  general  benefit  increase.) 
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2.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  MODIFIED  BY  THE 

COMMITTEE 

Social  Security  Cash  Benefits 

(Sec.  101  of  the  bill) 

Since  the  Social  Security  Act  first  became  law,  the  Congress  has 
taken  action  a  number  of  times  to  assure  that  benefit  levels  remain 
realistic  and  adequate.  Their  adequacy  has  been  evaluated  in  the 
context  of  changes  in  the  cost  of  living,  changes  in  earnings  levels, 
and  changes  in  living  standards.  Most  recently,  a  15-percent  across- 
the-board  benefit  increase  was  included  in  legislation  approved  by  the 
Congress  last  year,  with  the  increase  applicable  to  benefits  payable 
beginning  January  1970. 

The  committee  recommends  that  social  security  benefits  be  further 
increased  across  the  board  by  10  percent,  effective  January  1971. 
This  contrasts  with  the  5-percent  increase  provided  in  the  House  bill. 
The  committee  bill  would  modify  or  eliminate  a  number  of  provisions 
in  the  House  bill  affecting  select  groups  of  beneficiaries;  a  portion  of 
the  funds  provided  for  these  special  benefits  in  the  House  bill  would 
pay  part  of  the  cost  of  providing  an  across-the-board  increase  of  10 
percent  for  social  security  beneficiaries. 

Another  major  change  included  in  the  committee  bill  would  provide 
a  $100  minimum  primary  insurance  amount — the  amount  paid  when 
benefits  start  at  age  65  or  later — compared  with  a  $64  minimum 
under  present  law  and  a  $67.20  minimum  benefit  under  the  House  bill. 

Under  the  present  law,  monthly  benefits  for  workers  who  retire 
at  age  65  in  1971  will  range  from  $64  to  $193.70;  under  the  House- 
passed  bill  these  amounts  would  range  from  $67.20  to  $203.40;  under 
the  committee  bill  the  amounts  would  range  from  $100  to  $213.10. 
Additional  illustrations  of  the  monthly  benefits  payable  under  present 
law,  under  the  House-passed  bill,  and  under  the  committee  bill  are 
shown  in  the  table  below. 

ILLUSTRATIVE  MONTHLY  BENEFITS  PAYABLE  UNDER  PRESENT  LAW,  UNDER  THE  HOUSE  BILL,  AND  UNDER  THE 

COMMITTEE  BILL 


Worker*                            Couple23  Widow-mother  and  2  children 

Average    

monthly           Present      House    Commit-     Present      House    Commit-  Present      House  Commit- 

earningsi             law         bill     tee  bill         law         bill     tee  bill  law        bill4      tee  bill 


$76«    $64.00  $67.20  $100.00      $96.00  $100.80  $150.00  $96.00  $100.80  $150.00 

$113'   90.60  95.20  100.00      135.90  142.80  150.00  135.90  142.80  150.00 

$150   101.70  106.80  111.90      152.60  160.20  167.90      152.60  160.20  167.90 

$250   132.30  139.00  145.60      198.50  208.50  218.40  202.40  208.50  222.70 

$350   161.50  169.60  177.70      242.30  254.40  266.60  280.80  280.80  308.90 

0 

$450   189.80  199.30  208.80      284.70  299.00  313.20  354.40  354.40  389.90 

$550   218.40  229.40  240.30      327.60  344.10  360.50  395.60  395.60  435.20 

$650   6  250.70  263.30  275.80  8  376.10  395.00  413.70  6  434. 40  434.40  482.70 

$750   C)  8  283.00  6  295.80        (0  6  424.50  6443.70        (7)  6474.40  6  517. 7  0 


1  Figured  generally  over  5  less  than  the  number  of  years  elapsing  after  1936  or  1950,  or  age  21,  if  later,  and  up  to  the 
year  of  death,  disability,  or  attainment  of  age  65  for  men  (62  under  the  House  bill  for  those  on  the  rolls  and  those  who 
come  on  in  the  future;  62  for  those  who  reach  age  62  in  1973  or  after  with  the  years  graded  in  for  men  who  reach  age  62 
in  1971  and  1972  under  the  committee  bill)  and  62  for  women. 

2  For  a  worker  who  is  disabled  or  who  is  age  65  or  older  at  the  time  of  retirement  and  a  wife  age  65  or  older  at  the 
time  when  she  comes  on  the  benefit  rolls. 

3  Survivor  benefit  amounts  for  a  widow-mother  and  1  child  or  for  2  parents  would  be  the  same  as  the  benefits  for  a 
man  and  wife. 

*  For  families  already  on  the  benefit  rolls  who  are  affected  by  the  maximum  benefit  provisions,  the  amounts  payable 
under  the  bill  would  in  some  cases  be  somewhat  higher  than  those  shown  here. 

5  Under  present  law,  and  under  the  House  bill,  average  monthly  earnings  of  $76  or  less  result  in  a  minimum  benefit; 
under  the  committee  bill,  average  monthly  earnings  of  $113  or  less  result  in  a  minimum  benefit. 

« Generally  payable  to  people  who  retire  at  age  65  in  2006. 

1  Not  applicable,  since  the  highest  possible  average  earnings  is  $650. 
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Some  25.7  million  beneficiaries  on  the  rolls  in  January  1971  would 
have  their  benefits  increased  under  this  provision.  An  estimated  $5 
billion  in  additional  benefits  would  be  paid  in  the  first  full  year. 

The  benefit  increase  would  be  effective  for  January  1971.  However, 
because  of  the  time  required  to  make  the  changes  in  the  Social 
Security  Administration's  records  and  procedures  needed  to  pay  the 
increased  benefits,  the  first  check  at  the  higher  rates  would  be  for  next 
March,  payable  in  April.  In  addition,  a  separate  check  covering  the 
retroactive  increase  for  January  and  February  would  also  be  issued 
in  April. 

Increase  in  Maximum  Family  Benefits 
(Sees.  101  and  of  131  the  bill) 

Ever  since  1940,  when  monthly  benefits  were  first  provided  for 
dependents  and  survivors,  there  has  been  a  limitation  on  the  total 
monthly  benefits  payable  to  a  family  on  a  worker's  earnings  record. 
The  purpose  of  the  limitation  is  to  relate  family  benefits  to  the  ap- 
proximate take-home  pay  of  the  worker.  The  limitation — the  so-called 
family  maximum — is  related  to  the  worker's  average  monthly  earnings 
under  the  program;  under  present  law  it  is  80  percent  of  the  first  $436 
of  average  monthly  earnings  (two-thirds  of  the  maximum  possible 
average  monthly  earnings — $650  under  the  $7,800  contribution  and 
benefit  base),  plus  40  percent  of  the  next  $214  of  average  monthly 
earnings,  but  not  less  than  \  Yi  times  the  primary  insurance  amount. 

The  committee  believes  that  the  effect  of  the  family  maximum 
provisions  when  there  is  a  benefit  increase  results  in  certain  inequities 
which  should  not  be  allowed  to  continue.  Under  the  present  law,  the 
family  maximum  is  related  to  a  worker's  average  earnings,  which  do 
not  change  when  benefits  are  increased.  Therefore,  it  has  been  necessary 
to  provide,  with  each  across-the-board  benefit  increase,  assurance  that 
families  on  the  benefit  rolls  do  not  lose  benefits  and  that  the  family  as 
a  whole  will  get  increased  payments.  The  way  this  has  been  done  in 
the  past  has  created  a  situation  in  which  people  on  the  benefit  rolls 
when  a  benefit  hike  becomes  effective  get  an  increase  while  people  in 
identical  circumstances  who  come  on  the  rolls  in  the  next  month  do 
not.  For  example,  a  3-person  family  who  was  on  the  benefit  rolls  prior 
to  the  effective  date  and  which  was  getting  a  maximum  family  benefit 
of  $300  a  month  would  have  had  its  total  benefits  increased  under  the 
House-passed  bill  to  $315  a  month.  But  a  family  with  the  same  number 
of  beneficiaries  whose  benefit  was  based  on  the  same  average  earnings 
as  the  first  family,  but  who  came  on  the  rolls  a  few  days  later,  would 
have  the  total  benefit  limited  by  the  family  maximum,  which  would 
not  have  been  changed.  The  family,  therefore,  would  get  only  $300  a 
month.  This  situation  should  not  occur  and  the  committee  bill  would 
adopt  a  new  policy  of  ti eating  families  who  come  on  the  rolls  after  the 
benefit  increase  in  the  same  way  that  families  on  the  rolls  before  the 
increase  are  treated. 

Thus,  the  committee  bill  provides  (in  the  benefit  table  and  in  the 
section  relating  to  cost-of-living  increases)  that  families  coming  on  the 
rolls  after  a  benefit  increase  is  enacted,  as  well  as  families  already  on  the 
rolls  at  the  time  the  increase  is  enacted,  would  be  guaranteed  the  full 
amount  (10  percent  under  the  committee  bill)  of  the  current  and  future 
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general  benefit  increases.  Under  the  committee  bill,  maximum  family- 
benefits  would  range  from  1.5  to  1.88  times  the  worker's  benefit 
amount  payable  at  age  65.  The  level-cost  of  the  change  would  be 
0.04  percent  of  taxable  payroll. 

The  provision  would  be  effective  January  1,  1971. 

Cost-of-Living  Increases 

(Sec.  131  of  the  bill) 

The  committee  has  revised  the  House-passed  provisions  which 
would  provide  for  automatic  increases  in  social  security  benefit  levels, 
the  tax  base  and  the  exempt  amount  under  the  retirement  test.  The 
committee  bill  stresses  the  predominant  role  of  Congress  in  determin- 
ing when  economic  and  social  conditions  have  changed  so  as  to  require 
a  change  in  benefit  levels  (and  related  changes  in  tax  levels  and  in  the 
retirement  test  exempt  amount).  Under  the  committee  bill,  Congress 
would  retain  the  primary  role  in  determining  benefit  levels  with  the 
automatic  provisions  serving  as  a  back-up  to  assure  that  in  the  absence 
of  Congressional  action,  the  real  value  of  benefits  would  not  be  seri- 
ously eroded  by  rising  prices.  In  addition,  the  cost  of  any  automatic 
benefit  increases  would  have  no  effect  on  the  financial  and  actuarial 
status  of  the  social  security  trust  funds. 

The  House-passed  bill  would  require  the  Secretary  of  Health, 
Education,  and  Welfare  to  determine  each  year,  on  the  basis  of  the 
average  Consumer  Price  Index  for  the  third  calendar  quarter,  whether 
the  rise  in  the  Index  was  sufficient,  under  the  terms  of  the  bill,  to 
cause  an  automatic  increase  in  benefits  for  the  following  January. 
In  October  or  November — which  might  very  well  be  after  Congress 
had  adjourned — the  Secretary  would  announce  his  findings.  Under 
the  terms  of  the  House-passed  bill  an  increase  would  be  forthcoming 
only  when  the  Consumer  Price  Index  had  risen  by  at  least  three 
percent.  An  increase  in  the  retirement  test  exempt  amount  would  be 
based  on  the  increase  in  average  earnings  taxable  for  social  security. 
The  cost  of  these  automatic  increases  would  be  met  through  automatic 
increases  (not  more  often  than  every  other  year)  in  the  social  security 
tax  base,  based  on  increases  in  average  taxable  earnings. 

The  committee  bill  would  provide  that  when  the  cost-of-living,  as 
measured  by  the  Consumer  Price  Index,  went  up  benefits  would  be 
increased  as  follows: 

1 .  the  first  base  period  would  be  the  Consumer  Price  Index  for 
January  1971  and  a  new  base  period  (the  second  quarter  of  the 
year  preceding  the  year  in  which  there  is  a  cost-of-living  increase 
in  benefits  and — in  the  case  of  any  legislated  increase — the 
effective  month  of  the  legislated  increase)  would  be  established 
after  each  subsequent  benefit  increase; 

2.  each  year  the  Secretary  of  Health,  Education,  and  Welfare 
would  compare  the  Consumer  Price  Index  for  the  base  period 
with  the  average  index  for  the  second  calendar  quarter  and  if  the 
index  had  risen  by  at  least  3  percent,  he  would  promulgate  regula- 
tions increasing  benefits  for  the  following  January,  and  subsequent 
months,  by  the  same  percentage  as  the  rise  in  the  price  index; 
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3.  except  that  no  such  automatic  increase  would  take  effect  for 
a  year  if  in  the  preceding  year  the  Congress  had  acted  to : 

A.  Change  the  schedule  of  tax  rates,  or 

B.  Change  the  tax  base,  or 

C.  Provide  a  general  increase  in  benefit  levels. 

In  addition,  the  exempt  amount  under  the  retirement  test  would 
be  increased  according  to  the  rise  in  average  wages  taxable  for  social 
security  purposes. 

The  cost  of  these  automatic  increases  would  be  met  by  increases  in 
tax  rates  and  the  tax  base.  Under  the  committee  bill,  each  time  there 
was  an  automatic  cost-of-living  increase  in  benefits,  social  security 
taxes  would  be  increased  to  meet  the  full  cost  of  the  increase. 

Each  time  there  was  an  automatic  increase  the  Secretary  of  Health, 
Education,  and  Welfare  would  be  required  to  determine  the  full  cost — 
under  the  75-year-level-cost  procedures  used  in  estimating  the  long- 
range  cost  of  the  cash  benefits  program — of  the  automatic  increases 
and  to  promulgate,  effective  for  the  same  month  that  the  benefit  in- 
crease was  effective,  new  tax  rates  and  a  new  tax  base.  An  integral 
part  of  such  promulgation  would  be  a  full  and  detailed  explanation  of 
the  actuarial  assumptions  and  methodology  used  in  arriving  at  the  new 
tax  rates  and  the  new  tax  base.  In  setting  the  tax  rates  and  the  tax 
base,  the  Secretary  would  be  required  to  increase  the  tax  rates  so  as 
to  provide  approximately  50  percent  of  the  additional  revenue  required 
with  the  remaining  50  percent  being  derived  from  an  increase  in  the 
tax  base.  In  recognition  of  the  practical  difficulties  which  might  come 
up  in  making  this  division,  the  Secretary  would  be  authorized  to 
round  the  tax  base  increase  to  the  nearest  multiple  of  $300  and  the 
employee  and  employer  rates,  each,  to  the  nearest  five  one-hundredths 
of  one  percent  (one-tenth  of  one  percent  for  the  combined  employer- 
employee  rate). 

The  committee  bill  would  require  that  the  Secretary  promulgate 
benefit  increases,  and  consequent  tax  base  and  tax  rate  increases,  by 
August  15.  Inasmuch  as  this  requirement,  which  is  three  months 
earlier  than  under  the  House-passed  bill,  was  adopted  in  order  to 
provide  time  for  Congress  to  consider  whether  the  automatic  increases 
should  go  into  effect  or  some  other  action  should  be  taken,  it  is  the 
committee's  intention  that  the  Secretary  inform  the  Congress  early  in 
the  quarter  whenever  he  determines  that  an  automatic  increase  will 
take  place. 

The  committee  wishes  to  make  clear  its  intention  that  the  full  cost 
(as  estimated  at  the  time  the  increase  is  promulgated)  of  each  auto- 
matic increase  is  to  be  financed  by  additional  taxes  imposed  at  the 
same  time  that  benefits  are  increased  and  that  no  part  of  any  calcu- 
lated actuarial  surplus  could  be  used  to  meet  any  part  of  the  cost  of 
any  automatic  increase.  For  example,  if  at  the  time  an  automatic 
cost-of-living  increase  is  in  order  the  cash  benefits  program  has  an 
estimated  actuarial  surplus  of  0.05  percent  of  taxable  payroll  and  the 
cost  of  the  benefit  increase  is  estimated  at  0.40  percent  of  taxable 
payroll,  the  cost  of  the  increase  is  to  be  financed  by  increasing  the 
tax  base  to  a  level  that,  on  a  long-range  basis,  will  provide  excess 
income  approximately  equal  to  0.20  percent  of  taxable  payroll  and  by 
increasing  for  every  year  into  the  future  the  combined  employer- 
employee  tax  rate  by  approximately  0.20  percent  and  preserving  the 
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calculated  actuarial  surplus  of  0.05  percent  of  taxable  payroll.  The 
Committee  regards  the  Secretary's  role  as  one  with  no  discretion  over 
the  amount  of  the  increase  in  the  tax  base  or  the  tax  rate.  His  role  is 
simply  to  perform  the  actuarial  calculations  necessary. 

It  is  estimated  that  under  these  automatic  provisions  the  social 
security  tax  base  might  rise  by  an  average  of  about  $750  a  year  and 
that  the  combined  employer-employee  tax  rates  might  rise  by  an 
average  of  0.01  percent  a  year. 

Increase  in  Widows'  and  Widowers'  Insurance  Benefits 

(Sec.  103  of  the  bill) 

When  social  security  benefits  were  fiist  provided  for  widows  by  the 
Social  Security  Amendments  of  1939  they  were  set  at  75  percent  of 
the  worker's  retirement  benefit.  This  percentage  was  based  on  the 
idea  that  a  widow  should  receive  one-half  of  the  combined  benefit 
which  would  have  been  paid  to  her  and  her  husband  had  both  been 
entitled  to  benefits.  Later,  this  amount  was  increased  to  82.5  percent, 
where  it  has  remained  up  to  the  present. 

It  is  the  committee's  opinion  that  an  aged  widow  should  not  receive 
less  than  the  amount  which  was  or  would  have  been  paid  to  her 
husband  as  retirement  benefits.  Currently,  the  average  benefit  for 
an  aged  widow  is  $103  a  month,  while  the  average  benefit  for  a  retired 
worker  is  $118.  In  addition,  surveys  of  social  security  beneficiaries 
have  shown  that,  on  the  average,  women  getting  aged  widow's  benefits 
have  less  income  (other  than  social  security)  than  most  other  bene- 
ficiaries. 

The  committee  bill  would  provide  an  increase  in  the  benefits  of 
widows  and  widowers  who  become  entitled  to  benefits  after  reaching 
age  62.  Under  the  bill,  the  benefit  for  a  widow  who  becomes  entitled 
to  widow's  benefits  at  or  after  age  65  would  be  increased  from  the  82 3^ 
percent  payable  under  present  law  to  100  percent  of  the  amount  her 
deceased  husband  would  receive. 

Both  the  House  bill  and  the  committee  bill  are  intended  to  provide 
benefits  to  a  widow  equal  to  the  benefits  the  widow's  deceased  husband 
was  receiving  or  would  have  received.  In  certain  cases,  however,  the 
House  bill  would  actually  provide  higher  benefits  to  a  widow  than 
those  her  deceased  husband  was  receiving;  the  committee  bill  would 
modify  the  House  provision  so  that  this  would  not  occur. 

Under  present  law,  the  House  bill,  and  the  committee  bill,  if  a 
worker  applies  for  retirement  benefits  before  reaching  age  65  his 
benefits  are  actuarially  reduced.  For  example,  a  man  whose  earnings 
record  would  entitle  him  to  monthly  benefits  of  $150  at  age  65  will 
receive  $135  monthly  if  he  begins  receiving  benefits  18  months  before 
his  65th  birthday. 

Under  the  House  bill,  the  widow's  benefits — if  they  begin  at  age 
65 — would  be  100  percent  of  the  benefits  her  deceased  husband  would 
have  been  eligible  for  if  he  retired  at  age  65 — even  if  he  was  actually 
receiving  less  than  this  at  the  time  of  his  death.  Using  the  example 
cited  above,  the  widow  would  receive  monthly  benefits  of  $150 — 
11  percent  more  than  her  husband  received  monthly.  Under  the 
committee  bill,  she  would  receive  $135. 
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Under  the  committee  bill,  a  widow  whose  benefits  start  at  age  65, 
or  after,  would  receive  100  percent  of  her  deceased  husband's  primary 
insurance  amount  (the  amount  he  would  have  been  entitled  to  receive 
if  he  began  his  retirement  after  age  65)  or,  if  his  benefits  began  before 
age  65,  the  lower  amount  he  would  have  been  receiving  if  he  were  alive. 

Under  the  committee's  bill  and  under  the  House  bill  the  benefit 
for  a  widow  or  widower  who  comes  on  the  rolls  between  60  and  65  will 
be  reduced  (in  a  way  similar  to  the  way  widow's  benefits  are  reduced 
under  present  law  when  they  begin  between  ages  60  and  62)  to  take 
account  of  the  longer  period  over  which  it  will  be  paid.  For  example, 
the  benefit  amount  for  a  widow  becoming  entitled  to  widow's  benefits 
at  age  63  would  be  88.6  percent  of  her  husband's  age-65  benefit;  for 
a  widow  becoming  entitled  at  age  64,  the  amount  would  be  equal  to 
94.3  percent  of  her  husband's  age-65  benefit. 

Under  the  bill,  the  benefit  amount  for  January  1971  for  a  widow 
(or  widower)  who  came  on  the  benefit  rolls  before  1971  will  be  rede- 
termined as  though  the  new  provisions  had  been  in  effect  when  she 
came  on  the  rolls.  Thus  the  widow  already  on  the  rolls  who  started 
getting  benefits  before  she  reached  age  65  will  have  the  100-percent 
widow's  benefit  reduced  to  take  account  of  the  longer  period  for  which 
she  will  be  paid  benefits.  In  order  to  facilitate  the  administrative 
determination  of  the  benefit  amount  that  the  deceased  spouse  would 
have  been  receiving  if  he  were  alive,  the  Social  Security  Administration 
will  assume  that  his  benefits  were  based  on  the  same  average  monthly 
earnings  which  determine  the  primary  insurance  amount  on  which  the 
widow's  (or  widower's)  benefits  are  based  for  January  1971. 

Under  the  bill,  as  under  present  law,  the  benefit  for  a  widow  who 
is  age  62  or  older  when  she  starts  getting  benefits  and  who  is  the  only 
survivor  getting  benefits  would  not  be  less  than  the  minimum  benefit 
($100  under  the  committee  bill)  payable  to  a  retired  worker  at  age 
65.  If  the  widow  starts  getting  benefits  before  she  reaches  age  62,  her 
benefit  would  be  actuarially  reduced  to  take  account  of  the  additional 
period  during  which  she  will  be  receiving  benefits. 

The  10-percent  increase  in  benefits  with  the  new  minimum  of  $100 
and  the  changes  in  the  benefit  provisions  for  widows  would  result  in 
an  increase  from  $103  to  $136  in  the  average  benefit  payable  to  a 
widow — $33  more  than  under  present  law. 

About  2.7  million  widows  (and  widowers)  on  the  benefit  rolls  in 
Janurary  1971  would  receive  additional  benefits;  about  $649  million 
in  additional  benefits  would  be  paid  in  the  first  full  year. 

The  provision  would  be  effective  for  January  1971.  However,  due 
to  the  time  needed  by  the  Social  Security  Administration  to  make  the 
needed  recomputations,  the  increased  payments  would  be  made, 
retroactively,  later  in  the  year. 

Age  62  Computation  Point  for  Men 

(Sec.  104  of  the  bill) 

Under  present  law,  retirement  benefits  for  men  are  figured  differ- 
ently, and  less  advantageously,  than  are  benefits  for  women.  For  a 
man  the  period  for  determining  the  number  of  years  of  earnings  that 
is  used  in  figuring  the  average  monthly  earnings  on  which  his  benefit 
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is  based  ends  with  the  beginning  of  the  year  in  which  he  reaches  age 
65.  For  a  woman  the  period  ends  with  the  beginning  of  the  year  in 
which  she  reaches  age  62.  Thus,  3  more  years  are  used  in  computing 
benefits  for  a  man  than  are  used  for  a  woman  of  the  same  age.  This 
difference  in  the  treatment  of  men  and  women  can  result  in  signifi- 
cantly lower  benefits  being  paid  to  a  retired  man  than  are  paid  to  a 
retired  woman  with  the  same  earnings. 

For  example,  take  the  case  of  a  man  and  a  woman  each  of  whom 
reaches  age  65  and  retires  in  1971,  and  each  of  whom  has  maximum 
creditable  earnings  under  the  program  in  each  year  up  to  1971.  The 
woman's  benefit  would  be  $200.30  a  month  under  present  law,  while 
the  man's  benefit  would  be  only  $193.70  a  month.  If  both  workers 
reach  age  62  in  1971,  the  woman's  benefit  would  be  $155  a  month 
while  the  man's  benefit  would  be  only  $148.80  a  month. 

The  bill  would  change  the  way  a  man's  retirement  benefit  is  figured 
to  make  the  computation  the  same  as  the  computation  of  a  woman's 
benefit.  As  a  result,  the  benefits  for  most  men  would  be  higher  than 
under  present  law  and  higher  benefits  would  be  paid  to  the  dependents 
of  retired  men  and  to  the  survivors  of  men  who  die  after  age  62. 

Under  the  House  bill,  the  reduction  in  the  number  of  years  of 
earnings  taken  into  account  would  apply  both  to  persons  presently 
receiving  benefits  and  also  to  future  beneficiaries.  The  committee  bill 
differs  by  applying  the  new  provision  prospectively  only,  and  by 
providing  a  3-year  transition  period.  Under  the  committee  bill,  the 
number  of  years  used  in  computing  benefits  for  men  will  be  reduced 
in  3  steps  so  that  men  reaching  age  62  in  1973  or  later  would  have  only 
years  up  to  age  62  taken  into  account  in  determining  average  earnings. 
Men  who  reach  age  62  in  1972  would  have  only  years  up  to  age  63 
taken  into  account;  men  who  reach  age  62  in  1971  would  have  only 
years  up  to  age  64  taken  into  account. 

Consistent  with  this  provision  of  the  committee  bill,  the  House- 
passed  bill  would  also  be  modified  to  provide  a  3-step  reduction  in 
the  number  of  quarters  of  coverage  needed  for  insured  status  for  men 
making  the  ending  point  age  62  for  both  men  and  women,  and  thus 
allow  men  to  become  fully  insured  on  the  basis  of  less  covered  employ- 
ment than  is  now  required.  The  first  step  in  this  reduction  would  be 
effective  for  January  1971  with  subsequent  reductions  becoming  effec- 
tive in  1972  and  1973. 

Due  to  the  change  in  the  insured  status  requirement  for  men,  about 
2,000  persons — workers,  dependents,  and  survivors — not  eligible  for 
benefits  under  present  law  would  be  able  to  claim  benefits  in  the  first 
full  year. 

Additional  benefits  of  about  $6  million  would  be  paid  during  the 
first  full  year,  under  this  provision. 

Payment  of  Disability  Benefits  to  Blind  Peksons 
(Sec.  109  of  the  bill) 

The  committee's  bill  extends  the  provision  of  the  House  bill  which 
would  modify  the  disability  insurance  provisions  to  improve  cash 
benefit  protection  for  the  blind. 

To  be  insured  for  disability  protection  under  present  law  a  worker 
must  be  fully  insured  and  generally  must  have  a  total  of  20  quarters 
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of  coverage  out  of  the  40  calendar  quarters  ending  with  the  quarter 
in  which  he  becomes  disabled.  An  alternative  for  workers  disabled 
while  young  provides  that  a  worker  under  age  31  is  insured  if  he 
has  quarters  of  coverage  in  half  the  quarters  after  age  21  and  up 
to  and  including  the  quarter  of  disablement,  with  a  minimum  of  six 
quarters  of  coverage.  The  House  bill  would  eliminate  for  blind  people 
the  20-out-of-40  requirement  and  the  alternative  for  young  workers  so 
that  a  blind  person  could  qualify  for  disability  benefits  if  he  is  fully  in- 
sured. The  committee  bill  would  lower  the  disability  insured-status 
requirements  further  by  providing  that  a  blind  person  would  be 
insured  for  disability  benefits  with  six  quarters  of  coverage  earned  at 
any  time. 

In  addition  to  changing  the  insured-status  requirements,  the  com- 
mittee bill  would  change  the  definition  of  disability  for  the  blind 
to  permit  them  to  meet  the  definition  regardless  of  their  capacity  to 
work,  and  to  receive  disability  benefits  regardless  of  whether  they 
work.  Under  present  law,  a  blind  person  must  be  unable  to  engage  in 
any  substantial  gainful  activity,  or  if  aged  55  or  over,  unable  to 
engage  in  substantial  gainful  activity  requiring  skills  or  abilities 
comparable  to  those  used  in  previous  work,  in  order  to  be  considered 
disabled  for  benefit  purposes. 

Under  present  law,  disability  benefits  are  not  payable  after  attain- 
ment of  age  65,  but  the  beneficiary  (being  fully  insured  to  meet  one 
of  the  requirements  for  disability  benefits)  becomes  entitled  to  old-age 
benefits.  The  bill  would  permit  blind  persons  who  have  six  quarters 
of  coverage  to  continue  to  receive  disability  insurance  benefits  beyond 
age  65,  and  since  these  are  disability  benefits  rather  than  retirement 
benefits  they  would  not  be  subject  to  deductions  under  the  retirement 
test. 

The  bill  would  also  exclude  blind  persons  from  the  requirement  of 
present  law  that  disability  benefits  be  suspended  for  any  months 
during  which  a  beneficiary  refuses  without  good  cause  to  accept 
vocational  rehabilitation  services. 

About  225,000  persons — blind  workers  and  their  dependents — 
would  become  immediately  eligible  for  monthly  benefits.  About  $240 
million  in  additional  benefits  would  be  paid  during  the  first  full  year. 

The  provision  would  be  effective  January  1971. 

Wage  Credits  for  Members  of  the  Uniformed  Services 
(Sec.  110  of  the  bill) 

Under  present  law,  social  security  coverage  is  provided  on  a  con- 
tributory basis  for  those  serving  in  the  uniformed  services  in  years 
after  1956,  but  it  is  limited  to  a  serviceman's  basic  pay  and  does  not 
reflect  the  cash  value  of  wages  in  kind,  such  as  food  and  shelter,  which 
is  generally  covered  under  social  security  with  respect  to  other  em- 
ployment. The  1967  social  security  amendments,  therefore,  provided 
noncontributory  wage  credits  (in  addition  to  the  contributory  coverage 
of  basic  pay),  up  to  $100  for  each  month  of  military  service  after 
1967,  to  take  account  of  the  wages  in  kind  that  servicemen  receive. 

The  committee  bill,  like  the  House  bill,  would  extend  the  1967 
provision  to  cover  service  during  the  period  1957-67.  This  would 
assure  realistic  social  security  credit  for  service  on  active  duty  for 
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all  years  that  military  service  has  been  covered  under  social  security, 
and  would  avoid  the  serious  impairment  of  social  security  protection 
that  now  exists  for  some  workers  (and  their  families)  whose  benefits 
are  based  on  only  basic  pay  for  years  of  military  service  during  the 
period  from  1957  through  1967. 

In  addition,  the  committee  bill  would  change  the  way  the  wage 
credit  is  computed.  Under  present  law  a  serviceman  receives  a  non- 
contributory  wage  credit  of  $100  for  any  calendar  quarter  in  which 
his  basic  pay  was  $100  or  less,  $200  for  any  calendar  quarter  in  which 
his  basic  pay  was  more  than  $100  but  not  more  than  $200,  and  $300 
for  any  calendar  quarter  in  which  his  basic  pay  was  more  than  $200. 
In  most  cases  the  credit  is  $300  a  calendar  quarter.  Under  the  com- 
mittee bill,  the  noncontributory  wage  credits  would  be  $300  for  every 
calendar  quarter  of  military  service  in  which  the  serviceman  is  paid 
basic  pay. 

The  committee  is  advised  that  this  change  will  result  in  some  slight 
administrative  savings  and  will  expedite  the  processing  of  some  claims 
for  social  security  benefits  from  servicemen  and  their  survivors.  The 
cost  of  additional  social  security  benefits  that  would  be  paid  as  a 
result  of  the  enactment  of  these  provisions  would  be  financed  from 
general  revenues,  on  the  same  basis  as  the  benefits  resulting  from  the 
present  noncontributory  wage  credits  for  years  after  1967.  The  addi- 
tional wage  credits  would  affect  approximately  130,000  beneficiaries 
immediately  and  result  in  additional  benefits  of  about  $35  million 
being  paid  in  the  first  full  year. 

Policemen  and  Firemen 

(Sec.  112  of  the  bill) 

The  Social  Security  Act  contains  special  provisions  concerning 
coverage  of  policemen  and  firemen.  In  States  not  named  in  section 
218(p)  (1)  of  the  act,  the  State  may  not  extend  social  security  coverage 
(under  its  agreement  with  the  Secretary  of  Health,  Education,  and 
Welfare)  to  policemen  who  are  in  positions  covered  under  a  State  or 
local  retirement  system.  Coverage  is  available  for  firemen  under  a 
retirement  system  in  States  not  named  in  the  Social  Security  Act, 
but  only  if  (1)  the  Governor  certifies  that  the  overall  benefit  protec- 
tion of  the  group  of  firemen  involved  will  be  improved  by  their  in- 
clusion under  social  security,  and  (2)  a  referendum  is  held  in  which  a 
majority  of  the  firemen  favor  coverage.  If  a  State  is  named  in  section 
218(p)(l)  of  the  Social  Security  Act,  policemen  and  firemen  under  a 
State  or  local  retirement  system  may  be  covered  under  social  security 
on  the  same  basis  as  other  State  and  local  employees,  whose  coverage 
is  subject  to  various  conditions  designed  to  safeguard  their  interests. 

The  bill  as  it  passed  the  House  would  include  Idaho  in  the  list  of 
States  in  which  social  security  coverage  may  be  extended  to  policemen 
and  firemen  on  the  same  basis  as  to  other  State  and  local  employees. 

Under  present  law,  the  provision  applies  to  19  States,  Puerto  Rico, 
and  to  all  interstate  instrumentalities.  The  19  States  which  are  now 
included  in  the  provision  are  Alabama,  California,  Florida,  Georgia, 
Hawaii,  Kansas,  Maine,  Maryland,  New  York,  North  Carolina, 
North  Dakota,  Oregon,  South  Carolina,  South  Dakota,  Tennessee, 
Texas,  Vermont,  Virginia,  and  Washington.  The  committee  modified 
the  House  bill  by  making  the  provision  also  applicable  to  policemen 
(but  not  to  firemen)  in  Missouri. 
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Coverage  of  Certain  Hospital  Employees  in  New  Mexico 

(Sec.  113  of  the  bill) 

The  bill  as  passed  by  the  House  and  agreed  to  by  the  committee 
would  permit  the  State  of  New  Mexico  to  provide  social  security 
coverage,  under  its  coverage  agreement  with  the  Secretary  of  Health, 
Education,  and  Welfare  for  employees  of  certain  public  hospitals 
without  regard  to  the  provisions  of  the  Social  Security  Act  which 
specify  the  conditions  under  which  a  State  may  bring  a  group  of 
employees  under  social  security  coverage. 

As  a  result  of  a  misunderstanding  within  the  State,  certain  hospital 
employees  were  covered  under  the  New  Mexico  Public  Employees 
Retirement  Association  for  a  short  period  of  time,  although  the 
coverage  was  unintended  as  far  as  the  hospital  and  the  hospital  em- 
ployees were  concerned.  This  period  of  coverage  under  the  State 
retirement  system  presents  a  serious  obstacle  to  obtaining  social 
security  coverage  for  the  employees  in  question  because  of  the  provi- 
sions of  the  Social  Security  Act  that  are  designed  to  protect  the  rights 
of  such  employees  against  the  replacement  of  coverage  under  a  State 
or  local  government  retirement  system  by  social  security  coverage. 
The  unusual  situation  in  New  Mexico  is  not  the  type  of  situation  to 
which  these  provisions  designed  to  provide  safeguards  for  retirement 
system  members  were  directed. 

Under  the  committee  bill,  the  State  would  have  until  January  1, 
1972,  to  provide  this  coverage,  rather  than  until  January  1,  1971,  as 
under  the  House-passed  bill. 

Childhood  Disability  Benefits 
(Sec.  108  of  the  bill) 

The  committee  bill,  like  the  House-passed  bill,  would  improve 
social  security  protection  for  people  who  become  totally  disabled 
before  reaching  an  age  at  which  they  are  likely  to  be  self-supporting. 
Under  present  law,  a  person  can  qualify  for  childhood  disability  bene- 
fits if  he  has  been  continuously  disabled — as  defined  in  the  law — 
since  before  age  18  and  is  still  disabled  when  his  parent  dies  or  be- 
comes entitled  to  social  security  benefits.  The  committee's  bill  would 
permit  the  payment  of  childhood  disability  benefits  when  the  disa- 
bility begins  before  age  22,  rather  than  before  age  18. 

When  a  dependent  son  or  daughter  becomes  disabled  between  ages 
18  and  22,  he  generally  continues  to  be  dependent  on  his  parents.  The 
committee  believes  that  it  is  appropriate  and  desirable  to  provide 
social  security  benefits  to  these  children  should  the  insured  parent 
die,  become  disabled,  or  retire. 

The  committee  added  a  new  provision  to  the  House  bill  to  permit 
re-entitlement  to  childhood  disability  benefits  for  a  person  who  had 
been  entitled  to  childhood  disability  benefits  if  he  becomes  disabled 
again  within  7  years  after  his  benefits  were  terminated  because  of  a 
period  of  substantial  gainful  employment  or  medical  recovery.  This 
new  provision  would  assure  a  former  childhood  disability  beneficiary 
benefit  protection  either  as  a  worker  or  as  a  dependent  and  might 
remove  a  disincentive  for  childhood  disability  beneficiaries  to  attempt 
to  become  self-supporting.  This  change  would  be  consistent  with  pres- 
ent law  which  provides  benefit  re-entitlement  to  disabled  widows  and 
widowers  if  they  become  disabled  again. 
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The  provisions  which  extend  childhood  disability  benefits  for  those 
disabled  before  age  22  and  which  permit  re-entitlement  to  childhood 
disability  benefits  if  a  beneficiary  becomes  disabled  again  within  7 
years  after  his  entitlement  to  such  benefits  was  terminated  would  be 
applicable  not  only  prospectively  but  also  in  the  case  of  people  who 
have  already  met  the  conditions  proposed  for  entitlement  to  benefits 
and  would  be  effective  with  respect  to  benefits  for  months  after 
December  1970.  About  13,000  people — disabled  children  and  their 
mothers — would  immediately  become  eligible  for  benefits.  About  $13 
million  in  additional  benefits  would  be  paid  out  during  the  first  full 
year. 

Adoption  of  Child  by  Retired  or  Disabled  Worker  or  by  a 
Step-  Grandparent 

(Sees.  116  and  132  of  the  bill) 

The  committee  bill  modifies  the  provision  of  the  House-passed 
bill  relating  to  benefits  for  children  adopted  by  disability  insurance 
beneficiaries  to  provide  uniform  rules  relating  to  benefits  for  children 
adopted  by  social  security  beneficiaries. 

Under  present  law,  a  child  (other  than  a  natural  child  or  a  step- 
child) who  is  adopted  by  a  worker  getting  old-age  insurance  benefits 
can  get  child's  benefits  based  on  the  worker's  earnings  if  (1)  the 
adoption  took  place  within  2  years  after  the  worker  became  entitled 
to  old-age  benefits,  (2)  the  child  was  receiving  one-half  of  his  support 
from  the  worker  for  the  year  before  the  worker  became  entitled  to 
benefits,  and  (3)  either  the  child  was  living  with  the  worker  in  or  before 
the  month  in  which  the  worker  filed  application  for  old-age  benefits  or 
the  worker  had  instituted  adoption  proceedings  in  or  before  that 
month.  There  is  no  provision  in  the  law  for  the  child  to  get  child's 
benefits  when  he  is  adopted  by  a  worker  more  than  two  years  after  the 
worker  became  entitled  to  old-age  benefits. 

In  contrast,  a  child  who  is  adopted  by  a  worker  getting  disability 
insurance  benefits  can  get  benefits  regardless  of  whether  he  was  being 
supported  by  the  worker  when  the  worker  became  disabled,  and  re- 
gardless of  when  the  adoption  took  place,  if  all  of  the  following  re- 
quirements are  met: 

(1)  The  adoption  took  place  under  the  supervision  of  a  child- 
placement  agency; 

(2)  The  adoption  was  decreed  by  a  court  of  competent  juris- 
diction within  the  United  States; 

(3)  The  worker  resided  continuously  in  the  United  States  for  at 
least  1  year  immediately  preceding  the  adoption;  and 

(4)  The  adoption  occurred  prior  to  the  child's  reaching  age  18. 
Alternatively,  if  the  child  was  adopted  by  a  worker  getting  disability 

insurance  benefits  within  2  years  after  the  worker  began  to  get  benefits, 
the  child  can  get  benefits  if  either  the  worker  instituted  adoption 
proceedings  in  or  before  the  month  he  became  disabled  or  the  child 
was  living  with  the  worker  in  that  month. 

The  committee  believes  that  the  above  provisions  are  unneces- 
sarily complex  and  that  the  law  should  be  changed  so  that  eligibility 
of  children  adopted  by  retired  workers  and  children  adopted  by  dis- 
abled workers  would  be  determined  under  common  rules.  At  the  same 
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time,  the  committee  believes  that  benefits  for  a  child  who  is  adopted 
by  a  worker  already  getting  old-age  or  disability  benefits  should  be 
paid  only  when  the  child  lost  a  source  of  support  when  his  parent 
retired  or  became  disabled,  and  that  the  law  should  include  safeguards 
against  abuse  through  adoption  of  children  solely  to  qualify  them  for 
benefits.  The  committee  has  included  in  the  bill  a  provision  that  it 
believes  will  accomplish  these  objectives. 

Under  the  provision  added  to  the  bill  by  the  committee,  benefits 
would  be  payable  to  a  child  who  is  adopted  by  an  old-age  or  disability 
insurance  beneficiary  if  the  following  conditions  are  met: 

(1)  The  child  lived  with  the  worker  in  the  United  States  for  the 
year  before  the  worker  became  disabled  or  entitled  to  an  old-age 
or  disability  insurance  benefit; 

(2)  The  child  received  at  least  one-half  of  his  support  from  the 
worker  for  that  year ; 

(3)  The  child  was  under  age  18  at  the  time  he  began  living  with 
the  worker;  and 

(4)  The  adoption  was  decreed  by  a  court  of  competent  jurisdic- 
tion within  the  United  States. 

A  child  who  was  born  in  the  one-year  period  during  which  he  would 
otherwise  be  required  to  have  been  living  with  and  receiving  one-half 
of  his  support  from  the  beneficiary  would  be  deemed  to  meet  the 
1  'living- with"  and  support  requirements  if  he  was  living  with  the 
beneficiary  in  the  United  States  and  receiving  at  least  one-half  of  his 
support  from  the  beneficiary  for  substantially  all  of  the  period  oc- 
curring after  the  child  was  born. 

Under  the  present  law,  a  child's  social  security  benefits  end  when 
he  is  adopted  unless  he  is  adopted  by:  (1)  a  brother  or  sister,  (2) 
a  stepparent,  (3)  a  grandparent,  or  (4)  an  aunt  or  uncle. 

Under  the  present  interpretation  of  the  term  "grandparent,"  when 
a  child  is  adopted  by  his  grandparent's  spouse  (a  step-grandparent) 
the  child's  benefits  are  terminated.  On  the  other  hand,  if  he  is  adopted 
by  the  grandparent,  or  the  grandparent  joins  in  the  adoption  by  the 
step-grandparent,  the  child's  benefits  are  not  terminated.  The  com- 
mittee bill  would  remove  this  distinction  by  adding  a  step-grandparent 
to  the  list  of  named  relatives  who  may  adopt  a  child  without  causing 
his  benefits  to  end. 

The  provision  would  be  effective  January  1,  1971. 

3.  PROVISIONS  ADDED  BY  THE  COMMITTEE 

Waiting  Period  for  Disability  Benefits 

(Sec.  127  of  the  bill) 

The  committee's  bill  adds  a  new  provision  which  would  reduce  the 
waiting  period  for  disability  insurance  benefits  by  two  months.  Under 
present  law,  entitlement  to  monthly  disability  benefits  cannot  begin 
until  a  worker  has  been  disabled  for  6  consecutive  full  calendar  months. 
For  example,  if  a  worker  becomes  disabled  on  January  10,  the  waiting 
period  is  the  6  full  months  February  through  July,  and  his  first 
month  of  entitlement  to  benefits  is  August.  (No  benefit  is  payable, 
however,  unless  the  disability  is  expected  to  last,  or  has  lasted,  at 
least  12  consecutive  months  or  to  result  in  death;  this  latter  provision 
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would  not  be  changed  by  the  committee's  bill.)  The  Department  of 
Health,  Education,  and  Welfare  informed  the  committee  that:  about 
one-fourth  of  the  workers  in  private  industry  are  covered  under 
State  temporary  disability  programs  which  provide  protection  during 
the  early  stages  of  long-term  disability  but  do  not  provide  benefits 
for  longer  than  26  weeks,  less  than  2  percent  of  workers  with  long- 
term  total  disabilities  received  workmen's  compensation,  and  many 
workers  who  have  protection  against  loss  of  income  due  to  sickness 
or  disability  under  employer  plans  (such  as  group  policies,  sick-leave 
plans,  or  union-management  plans)  lose  their  benefits  well  before  the 
6th  month  of  total  disability. 

The  committee's  change  is  intended  to  relieve  the  financial  hardship 
that  occurs  when  a  worker  becomes  disabled  and  the  family  is  without 
earnings  during  the  6-month  waiting  period.  Therefore,  the  com- 
mittee's bill  would  reduce  the  waiting  period  by  two  months,  so  that 
entitlement  to  disability  benefits  would  begin  after  a  four-month 
waiting  period. 

About  140,000  people — disabled  workers  and  their  dependents  and 
disabled  widows  and  widowers — would  be  able  to  receive  a  benefit  for 
January  1971  as  a  result  of  this  provision.  Virtually  all  of  these  persons 
would  become  eligible  for  benefits  for  February  or  March  1971  under 
present  law,  upon  completion  of  the  6-month  waiting  period.  About 
$185  million  in  additional  benefits  would  be  paid  out  during  the  first 
full  year. 

The  provision  would  be  effective  January  1,  1971. 

Improve  Coverage  of  U.S.  Citizens  Who  Retain  Residence  in 
the  United  States  and  are  Self-Employed  Outside  the 
United  States 

(Sec.  121  of  the  bill) 

Under  present  law,  social  security  coverage  of  self-employment 
performed  by  a  U.S.  citizen  outside  the  United  States  is  subject  to 
major  restrictions  because  coverage  is  governed  by  provisions  which 
were  designed  to  define  liability  for  income  tax.  In  computing  earnings 
from  self-employment,  a  U.S.  citizen  who  retains  his  residence  in  the 
United  States  but  who  is  present  in  a  foreign  country  or  countries 
for  510  days  (approximately  17  months)  out  of  18  consecutive  months, 
must  exclude  the  first  $20,000  of  earned  income  for  income  tax  and 
social  security  purposes. 

Some  self-employed  U.S.  citizens — e.g.,  free  lance  newspapermen 
or  news  commentators — work  outside  the  United  States  for  long 
periods  at  a  time  before  returning  to  the  United  States.  Such  citizens 
usually  had  social  security  coverage  before  they  went  abroad.  The 
interruption  or  reduction  of  their  coverage,  because  they  must  exclude 
their  earned  income  up  to  $20,000  a  year,  in  some  instances  has  an 
adverse  effect  on  the  social  security  protection  of  the  worker  and  his 
family. 

The  committee's  bill  provides  that  for  social  security  purposes  U.S. 
citizens  who  are  self-employed  outside  the  United  States  and  who 
retain  their  residence  in  the  United  States  will  compute  their  net 
earnings  from  self-employment  in  the  same  way  as  those  who  are 
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self-employed  in  the  United  States;  that  is  the  present  exclusion  for 
income  tax  purposes  will  no  longer  apply  with  respect  to  the  self- 
employment  tax. 

The  provisions  in  the  committee's  bill  would  not  affect  the  exclusions 
taken  by  U.S.  citizens  who  have  established  thier  residence  in  a 
foreign  country.  The  committee  has  included  in  the  bill  a  provision 
which  will  assure  that  an  individual  who  has  established  his  residence 
in  a  foreign  country  may  not  obtain  social  security  coverage  under 
the  amendment. 

The  provision  would  be  effective  for  taxable  years  beginning  after 
1970. 

Exclusion  From  Coverage  of  Certain  Employees  of  the  State 

of  Nebraska 

(Sec.  122  of  the  bill) 

The  committee  added  a  provision  to  the  House  bill  which  would 
permit  Nebraska  to  modify  its  social  security  coverage  agreement  with 
the  Secretary  of  Health,  Education,  and  Welfare  so  as  to  remove  from 
coverage  two  types  of  services — services  of  students  employed  by  the 
public  school,  college,  or  university  which  they  are  attending,  and  the 
services  of  employees  of  the  State  or  a  political  subdivision  in  part-time 
positions.  Nebraska  could  have  excluded  both  types  of  services  at  the 
time  it  provided  social  security  coverage  for  employees  of  State  or 
local  governments,  but  did  not  do  so.  There  are  valid  reasons  for 
excluding  from  coverage  employees  in  these  two  categories,  and  the 
State  now  wishes  to  exercise  the  option  it  could  have  made  at  the 
time  social  security  coverage  was  provided  for  State  and  local  govern- 
ment employees.  However,  under  present  law  it  cannot  do  so  without 
terminating  the  coverage  of  all  employees  in  the  affected  group. 

Under  the  bill,  Nebraska  could  exclude  these  two  types  of  employ- 
ment by  modifying  its  coverage  agreement  with  the  Secretary  of 
Health,  Education,  and  Welfare  before  January  1,  1973. 

Coverage  of  Certain  Employees  of  Guam 
(Sec.  123  of  the  bill) 

No  employees  of  the  Government  of  Guam  are  covered  under  social 
security.  (Employees  of  private  employers  in  Guam  have  been  covered 
since  1960  on  the  same  basis  as  workers  in  the  U.S.) 

There  are  about  1,500  employees  of  the  Government  of  Guam, 
classified  as  temporary  employees  who  are  not  covered  under  social 
security  and  who  are  excluded  from  coverage  under  the  government 
retirement  system.  As  a  result,  they  have  no  protection  under  any 
government  retirement  system.  Under  present  law,  social  security 
coverage  can  be  provided  for  these  employees  only  if  it  is  provided  for 
employees  covered  under  the  Government  of  Guam  retirement  system. 
The  Government  of  Guam  has  requested  that  coverage  be  provided  for 
temporary  employees  who  are  excluded  from  coverage  under  the 
government  retirement  system. 
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The  committee's  bill  would  add  a  provision  to  cover  on  a  compulsory- 
basis  the  services  of  temporary  employees  (except  hospital  patients 
employed  by  the  hospital  or  prisoners  employed  by  the  prison)  of 
the  Government  of  Guam  who  are  excluded  from  coverage  under 
any  retirement  system  established  by  the  Governments  of  the  United 
States  or  Guam.  Services  performed  as  members  of  the  Legislature 
of  Guam  or  as  an  elected  official  could  not  be  covered  under  this 
amendment. 

The  provision  would  be  effective  for  services  performed  after  1970. 
Retroactive  Payment  of  Disability  Benefits 
(Sec.  130  of  the  bill) 

Under  a  1967  Senate  amendment  certain  disabled  people  were 
allowed  to  establish  a  period  of  disability — the  so-called  disability 
freeze — even  though  the  period  provided  in  the  law  for  filing  effec- 
tive applications  had  terminated.  This  1967  provision  was  designed 
to  protect  a  limited  number  of  people  who  when  the  disability  pro- 
gram was  new  had  been  so  severely  disabled  that  they  did  not  have 
the  opportunity  or  ability  to  file  an  application. 

The  committee  has  been  informed  that  these  people  also  lost  bene- 
fits which  would  otherwise  have  been  paid.  Therefore,  the  committee 
bill  would  provide  for  the  payment  of  cash  disability  benefits  for 
periods  of  disability  prior  to  1968  that  have  been  established  under 
the  1967  amendment  prior  to  the  enactment  of  the  Social  Security 
Amendments  of  1970. 

Widows  Who  Remarry 
(Sec.  129  of  the  bill) 

Under  the  present  law,  when  a  woman  getting  widow's  benefits 
marries,  her  benefit  is  reduced  to  the  amount  that  would  have  been 
paid  to  her  as  a  wife  or,  if  the  man  she  marries  is  entitled  to  old-age 
benefits,  to  the  amount  of  the  wife's  benefit  based  on  his  earnings  when 
a  higher  amount  is  payable.  While  this  provision  is  generally  satis- 
factory, it  results  in  a  financial  hardship,  and  perhaps  a  deterrent  to 
marriage,  when  a  widow  marries  a  retired  person  who  is  not  entitled 
to  social  security  or  any  other  public  pension.  To  reduce  this  financial 
hardship  and  obstacle  to  remarriage,  the  committee  bill  would  permit 
a  widow  who  remarries  to  continue  to  receive  her  full  widows'  benefit 
when  she  marries  a  man  who  is  not  entitled  to — and  who  if  he  had 
reached  eligibility  age  would  not  be  entitled — a  social  security  benefit 
or  to  any  other  public  retirement  benefit. 

The  provision  would  be  effective  January  1,  1971. 

Refund  of  Social  Security  Tax  to  Members  of  Certain 
Religious  Faiths  Opposed  to  Insurance 

(Sec.  128  of  the  bill) 

Since  the  enactment  of  the  Social  Security  Amendments  of  1965, 
members  of  certain  religious  sects,  who  have  conscientious  objections 
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to  social  security  by  reasons  of  their  adherence  to  the  established 
tenets  or  teachings  of  the  sect,  may  be  exempt  from  the  self- 
employment  tax  provided  they  also  waive  their  eligibility  for  social 
security  benefits.  This  exemption  is  not  available,  however,  for  "em- 
ployees" covered  by  the  social  security  tax.  The  exemption  was 
written  largely  to  relieve  the  Old  Order  Amish  from  having  to  pay 
the  social  security  tax  when,  because  of  their  religious  beliefs,  they 
would  never  draw  social  security  benefits. 

As  indicated  above,  the  1965  amendment  applies  only  to  members 
of  a  religious  sect  who  are  self-employed ;  it  does  not  apply  to  members 
of  the  same  sect  who  work  as  employees.  The  report  of  the  Finance 
Committee  in  1965  makes  clear  that  this  distinction  was  intended.  It 
reads  in  part: 

"The  proposed  exemption  would  be  limited  to  the  self -employment 
tax  under  social  security  since  those  persons  for  whom  the  payment 
of  social  security  taxes  appears  to  be  irreconcilable  with  their  religious 
convictions  also,  by  reason  of  their  religious  beliefs,  limit  their  work 
almost  entirely  to  farming  and  to  certain  other  self  -employment.' ' 

In  the  interval  since  the  1965  amendment  was  enacted,  an  increas- 
ing number  of  members  of  the  Amish  sect  have  become  employees. 
To  some  extent  this  is  a  result  of  the  unavailability  of  farm  land  in 
areas  where  they  reside.  In  large  measure,  in  the  past,  the  Amish 
have  confined  their  labors  to  agricultural  pursuits. 

In  recognition  of  the  changing  pattern  of  employment  the  committee 
concluded  that  it  was  appropriate  to  extend  similar  treatment  for 
employees  to  that  now  available  only  in  the  case  of  the  self-employed. 

Under  this  provision,  an  employee  who  receives  wages  where  the 
social  security  tax  is  deducted  may,  if  the  "authorization"  under  this 
provision  applies,  obtain  a  credit  or  refund  of  this  tax. 

To  obtain  this  treatment,  the  individual  must  file  an  application 
for  the  authorization  for  credit  or  refund  of  the  social  security  tax. 
To  qualify  for  this  authorization : 

(1)  the  individual  must  belong  to  a  religious  sect,  which  con- 
scientiously objects  to  the  acceptance  of  benefits  under  private  or 
public  insurance  plans ; 

(2)  it  must  be  the  practice  of  the  sect  to  make  provision  for 
dependent  families  which  is  reasonable  in  view  of  their  general 
standard  of  living;  and 

(3)  the  sect  must  have  been  in  existence  at  all  times  since 
December  31,  1950. 

Additionally,  for  the  refund  or  credit  to  be  available  the  individual 
involved  must  be  a  member  of  a  sect  (or  a  division  thereof)  referred 
to  above  and  an  adherent  of  the  established  tenets  or  teachings  of 
the  sect  (or  division),  and  the  Secretary  of  the  Treasury  may  require 
such  evidence  of  this  as  he  deems  necessary. 

It  should  be  clear  that  the  allowance  of  a  credit  or  refund  for  the 
employee's  portion  of  the  social  security  tax  does  not  involve  any 
forgiveness  of  the  employer  portion  of  the  social  security  tax. 

In  order  to  give  effect  to  this  waiver  a  provision  is  added  to  Social 
Security  Act  (section  202  (v))  making  it  clear  that  where  such  a 
waiver  has  been  filed,  no  benefit  payments  are  to  be  made  with  respect 
to  the  wages  or  self -employment  income  of  such  individual  and  no  pay- 
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merits  are  to  be  made  to  him  on  the  basis  of  the  wages  or  self-employ- 
ment income  of  any  other  person  so  long  as  the  individual's  authoriza- 
tion remains  effective. 

Finally,  the  individual  must  waive  his  eligibility  for  social  security 
and  medicare  benefits  (under  titles  II  and  XVIII  of  the  Social 
Security  Act)  on  the  basis  of  his  wages  and  self-employment  income 
or  on  the  basis  of  the  wages  and  self-employment  income  of  any  other 
person. 

The  credit  or  refund  is  applicable  to  wages  paid  for  the  first  calendar 
year  after  1970  throughout  which  the  individual  meets  the  require- 
ments specified  above,  and  in  which  an  application  for  authorization 
is  filed  (except  that  if  an  application  is  filed  on  or  before  the  date 
prescribed  by  law  for  filing  an  income  tax  return  for  a  year  the  applica- 
tion may  be  treated  as  having  been  filed  in  the  calendar  year  in  which 
the  taxable  year  begins).  The  refund  or  credit  ceases  to  be  available 
in  the  first  calendar  year  in  which  the  individual  ceases  to  meet  the 
requirements  specified  above,  or  the  sect  (or  division  thereof)  of  which 
the  individual  is  a  member,  is  found  by  the  Secretary  of  HEW  to 
no  longer  meet  the  requirements  applicable  to  it. 

Increase  Trust  Fund  Money  Available  for  Reimbursement  of 
Cost  of  Rehabilitating  Disability  Beneficiaries 

(Sec.  120  of  the  bill) 

The  committee's  bill  adds  a  new  provision  which  is  intended  to 
increase  the  number  of  social  security  disability  beneficiaries  who  are 
rehabilitated  to  a  degree  that  permits  them  to  return  to  gainful  em- 
ployment. Under  present  law,  the  total  amount  of  trust  fund  money 
that  may  be  used  in  any  year  for  reimbursing  State  agencies  for  the 
costs  of  rehabilitation  services  provided  disability  beneficiaries  may 
not  exceed  1  percent  of  the  social  security  disability  benefits  paid  in 
the  previous  year.  The  committee  has  been  informed  that  increas- 
ing the  funds  available  for  rehabilitation  services  should  result  in  an 
increase  in  the  number  of  beneficiaries  who  are  rehabilitated.  Thus, 
the  bill  would  increase  the  trust  fund  money  available  for  rehabili- 
tation in  two  steps — to  1.25  percent  for  fiscal  year  1972,  and  to  1.5 
percent  for  fiscal  year  1973  and  subsequent  years.  The  Department  of 
Health,  Education,  and  Welfare  advised  the  committee  that  the  sav- 
ings to  the  trust  funds  resulting  from  this  recommended  provision  will 
exceed  the  additional  costs  of  the  rehabilitation  services. 

Prior  to  enactment  of  the  trust  fund  reimbursement  provision  in 
1965,  the  social  security  disability  beneficiary  rolls  were  not  a  sig- 
nificant source  for  selection  of  potential  rehabilitants  under  the 
regular  vocational  rehabilitation  program  since  social  security  dis- 
ability beneficiaries  are  generally  more  severely  disabled  than  other 
disabled  people.  The  number  of  social  security  disability  beneficiaries 
who  received  rehabilitation  services  under  the  trust  fund  reimburse- 
ment provision  has  grown  from  10,462  in  1967  to  32,851  in  1969. 
The  Department  estimates  that  the  average  value  of  future  benefits 
that  would  have  been  payable  to  a  disabled  beneficiary  if  he  had 
not  been  rehabilitated  amounts  to  more  than  $15,000,  or  a  gross 
saving  of  about  $62  million  for  the  more  than  4,000  disabled  bene- 
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ficiaries  who  received  rehabilitation  services  under  the  trust  fund 
reimbursement  provision  and  who  had  been  removed  from  the  social 
security  benefit  rolls  through  fiscal  year  1969.  On  the  basis  of  experi- 
ence thus  far,  it  is  estimated  that  there  will  be  a  saving  to  the  trust 
funds  of  about  $1.60  for  every  $1  invested  in  the  rehabilitation 
program. 

The  committee  has  requested  the  Social  Security  Administration  to 
make  an  in-depth  examination  of  its  experience  under  the  provision 
for  financing  rehabilitation  costs  from  the  trust  funds  and  to  submit 
a  report  of  its  findings  to  the  Congress  prior  to  January  1,  1972.  The 
report  should  include  comprehensive  information  on  the  number  and 
characteristics  of  beneficiaries  receiving  rehabilitation  services  and 
those  reported  by  State  agencies  as  rehabilitated.  The  committee  is 
particularly  interested  in  having  information  as  to  the  status  of 
reported  rehabilitations  at  points  of  time  after  rehabilitation,  the 
amount  of  work  the}7  have  done,  the  length  of  time  they  have  worked, 
the  amounts  they  have  earned,  and  information  about  the  rate  of 
return  of  these  people  to  the  benefit  rolls,  including  the  reasons  why, 
numbers,  and  percentages.  The  report  should  also  include  estimates  of 
the  savings  to  the  social  security  trust  funds  resulting  from  rehabilita- 
tion of  beneficiaries  in  relation  to  trust  fund  expenditures  for  reha- 
bilitation purposes,  and  all  other  information  which  would  be  useful 
in  evaluating  the  effectiveness  of  rehabilitating  disability  insurance 
beneficiaries. 

Benefits  for  a  Child  Entitled  on  the  Record  of  More  Than 

One  Worker 

(Sec.  124  of  the  bill) 

Under  present  law,  a  child  entitled  to  social  security  benefits  based 
on  the  earnings  record  of  more  than  one  worker  gets  benefits  on  only 
one  earnings  record — the  record  of  the  worker  that  produces  the 
highest  primary  insurance  amount. 

In  cases  where  a  child  is  entitled  to  benefits  on  the  earnings  record 
of  more  than  one  worker,  the  amount  of  his  benefit  based  on  the 
earnings  record  of  the  worker  who  has  the  highest  primary  insurance 
amount  is  sometimes  smaller  than  the  benefit  based  on  the  earnings 
record  of  another  worker  on  whose  record  he  is  also  entitled.  He  is, 
however,  paid  the  smaller  amount. 

This  situation  can  arise  because  children  who  are  entitled  on  the 
earnings  record  of  a  retired  or  disabled  worker  get  a  benefit  equal  to 
50  percent  of  the  worker's  primary  insurance  amount,  while  children 
entitled  on  the  earnings  record  of  a  deceased  worker  get  a  benefit 
equal  to  75  percent  of  the  deceased  worker's  primary  insurance  amount. 

When  the  present  provision  was  enacted,  a  child's  benefit  was  always 
50  percent  of  the  worker's  primary  insurance  amount,  whether  the 
worker  was  living  or  dead,  so  that  the  highest  possible  benefit  was 
always  the  benefit  based  on  the  highest  primary  insurance  amount. 
Subsequent  changes  increased  the  surviving  child's  benefit  to  75 
percent  of  the  primary  insurance  amount. 

The  committee  bill  would  add  a  provision  to  the  House  bill  to 
provide  that  a  child  who  is  entitled  to  social  security  child's  insurance 
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benefits  on  the  earnings  record  of  more  than  one  worker  will  get  bene- 
fits based  on  the  earnings  record  which  would  result  in  paying  him 
the  highest  amount,  if  the  payment  would  not  reduce  the  benefit  of 
any  other  individual  who  is  entitled  to  benefits  on  any  of  the  earnings 
records  on  which  the  child  is  entitled.  (Entitlement  of  a  child  on  the 
earnings  record  that  will  give  the  child  the  highest  benefit  can  result 
in  a  reduction  of  the  benefits  for  others  entitled  on  the  same  earnings 
record  because  of  the  requirement  to  keep  the  total  benefits  within 
the  family  maximum.) 
The  provision  would  be  effective  January  1,  1971. 

Recomputation  of  Benefits  Based  on  Combined  Railroad  and 
Social  Security  Earnings 

(Sec.  125  of  the  bill) 

A  social  security  beneficiary  in  a  given  year  may  receive  benefits 
based  only  on  earnings  in  prior  years.  In  order  to  assure  that  a 
beneficiary's  social  security  benefits  fully  reflect  his  earnings  under 
the  social  security  system,  his  primary  insurance  amount  is  auto- 
matically recomputed  from  year  to  year  if  he  has  current  earnings. 
When  this  provision  of  the  Social  Security  Act  was  modified  in  1967, 
recomputation  was  provided  for  "if  an  individual  has  wages  or  self- 
employment  income  for  a  year  after  1965."  This  wording  has 
inadvertantly  created  a  problem  in  one  special  type  of  case  involving 
persons  entitled  to  benefits  under  both  the  social  security  and 
railroad  retirement  systems. 

A  living  individual  with  entitlement  to  both  social  security  and  rail- 
road retirement  benefits  may  receive  benefits  separately  under  both 
systems.  If  he  dies,  however,  his  survivors  may  receive  benefits  from 
only  one  system  based  on  his  combined  earnings  under  both  systems. 
Thus,  upon  his  death  a  recomputation  is  necessary.  If  he  retired 
before  1966  and  had  no  earnings  after  1965,  the  language  of  the  law 
has  been  interpreted  as  preventing  the  Social  Security  Administration 
from  automatically  recomputing  survivor  benefits  based  on  combined 
social  security  and  railroad  retirement  earnings. 

A  specific  exception  in  the  law  is  needed  to  make  it  clear  that  sur- 
vivor's benefits  will  be  based  on  the  worker's  combined  social  security 
and  railroad  earnings,  as  they  were  under  the  law  in  effect  prior  to  the 
Social  Security  Amendments  of  1967  (and  as  they  are  when  they  are 
payable  under  the  railroad  system). 

The  committee  bill  would  add  a  new  provision  to  the  House- 
passed  bill  to  provide  that  a  deceased  individual  who  during  his  life- 
time was  entitled  to  social  security  benefits  and  railroad  compensation 
and  whose  railroad  remuneration  and  earnings  under  social  security 
are,  upon  his  death,  to  be  combined  for  social  security  purposes  would 
have  his  primary  insurance  amount  recomputed  on  the  basis  of  his 
combined  earnings,  whether  or  not  he  had  earnings  after  1965. 

Underpayments 

(Sec.  126  of  the  bill) 

Under  present  law,  if  a  beneficiary  dies  before  receiving  all  of  the 
social  security  cash  benefits  due  him,  payment  may  be  made  only  to  a 
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surviving  spouse,  child,  parent,  or  legal  representative  of  the  deceased 
beneficiary's  estate,  in  that  order  of  priority. 

Where  there  is  no  surviving  spouse,  child,  or  parent  and  the  deceased 
beneficiary's  estate  consists  of  little  more  than  social  security  benefits 
due,  payment  is  often  not  made  because  some  survivors  find  it  too 
costly  to  take  the  action  necessary  to  become  the  legal  representative 
of  the  estate.  When  the  present  order  of  priority  was  under  considera- 
tion in  1967,  the  committee  added  a  further  category  under  which 
underpayments  could  be  paid  to  persons  related  to  the  deceased  indi- 
vidual by  blood,  marriage,  or  adoption.  The  Senate  change  was  deleted 
from  the  bill  by  the  conference  committee.  Since  then,  experience  has 
shown  that  disposition  of  underpayments  can  be  made  in  only  about  60 
percent  of  the  cases  without  formal  probate  proceedings. 

The  committee's  bill  would  add  a  provision  to  the  House  bill  to 
facilitate  the  disposition  of  underpayments  of  cash  social  security 
benefits  due  a  beneficiary  who  has  died. 

The  new  provision  would  provide  that  if  there  is  no  surviving 
relative  in  the  categories  listed  in  present  law,  and  no  legal  repre- 
sentative of  the  estate,  cash  benefits  due  a  deceased  beneficiary  could 
be  paid  to  any  other  relative  (by  blood,  marriage,  or  adoption)  of  the 
deceased  who  may  be  determined  by  the  Secretary  of  Health,  Educa- 
tion, and  Welfare,  under  regulations  promulgated  by  him,  to  be  the 
appropriate  person  to  receive  the  benefits  on  behalf  of  the  estate. 

Employees  of  the  State  or  Louisiana  Serving  as  Registrars  of 

Voters 

(Sec.  133  of  the  bill) 

The  committee  has  added  a  provision  to  the  House  bill,  applicable 
only  to  registrars  of  voters  and  employees  of  the  registrars,  in  the 
State  of  Louisiana  which  would  permit  the  removal  of  services  per- 
formed by  these  workers  from  social  security  coverage.  About  150 
workers  are  involved. 

Under  the  provision,  the  registrars  and  their  employees  would  be 
given  one  year — 1971 — in  which  to  decide  if  they  wished  to  continue 
their  social  security  coverage  and  if  by  the  end  of  the  year  they  de- 
cide that  they  do  not  wish  to  do  so,  this  coverage  would  be  termi- 
nated effective  January  1,  1973.  Thus,  the  termination  of  coverage 
would  not  be  effective  for  2  years  in  accord  with  the  provision  of  pres- 
ent law  that  a  State  cannot  terminate  coverage  of  a  group  of  employees 
until  2  years  after  it  has  advised  the  Secretary  of  Health,  Education, 
and  Welfare  of  its  intent. 

4.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  DELETED 
BY  THE  COMMITTEE 

Election  to  Receive  Actuarially  Reduced  Benefits 

(Sec.  106  of  the  House  bill) 

Under  present  law,  a  married  person  who  has  worked  and  is  eligible 
for  both  an  old-age  insurance  benefit  as  a  retired  worker  and  a  wife's 
or  husband's  insurance  benefit  as  the  spouse  of  a  retired  worker  can- 
not apply  for  just  one  of  the  benefits ;  when  she  applies  for  one  she  is 
deemed  to  have  applied  for  both.  As  a  result,  such  a  person  who 
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claims  benefits  before  age  65  has  both  of  his  benefits  actuarially 
reduced. 

Under  the  House  bill,  a  person  eligible  for  benefits  as  a  retired 
worker  and  also  as  a  spouse  could  choose  to  take  only  one  of  the 
benefits  and  claim  the  other  one  later,  or  she  could  take  both  benefits 
at  the  same  time.  Also  under  the  bill  the  reduction  that  is  made  in 
one  benefit  would  not  lower  the  amount  of  a  benefit  that  is  taken  later. 

The  committee  bill  would  delete  the  House-passed  provision.  The 
purpose  of  actuarially  reduced  benefits  is  to  provide  some  benefits 
for  people  prior  to  regular  retirement  age  without  additional  cost 
to  the  program.  If  a  person  could  take  a  benefit  based  on  his  own 
earnings  record  that  was  reduced  because  it  was  paid  before  age  65 
and  later  get  an  unreduced  wife's  or  husband's  benefit  on  the  earnings 
record  of  a  spouse,  it  would  defeat  the  purpose  of  the  actuarial  reduc- 
tion provision,  and  add  to  the  cost  of  the  program. 

Benefits  for  Divorced  Women 

(Sec.  Ill  of  the  House  bill) 

The  committee  bill  retains  the  provisions  of  present  law  which  re- 
quire that  in  order  to  qualify  for  benefits  as  a  divorced  wife,  divorced 
widow,  or  surviving  divorced  mother  a  woman  must  show  that  (1) 
she  was  receiving  at  least  one-half  of  her  support  from  her  former 
husband,  or  (2)  she  was  receiving  substantial  contributions  from  her 
former  husband  pursuant  to  a  written  agreement,  or  (3)  there  was 
a  court  order  in  effect  providing  for  substantial  contributions  to  her 
support  from  her  former  husband.  The  House-passed  bill  would  delete 
these  provisions. 

Benefits  paid  to  a  divorced  woman  under  the  social  security  pro- 
gram are  intended  to  provide  a  partial  replacement  of  support  that 
is  lost  when  her  former  husband  retires,  becomes  disabled,  or  dies.  The 
committee  believes  that  where  a  divorced  woman  is  not  getting  ali- 
mony or  continuing  support  from  her  former  husband  and  where  there 
is  no  written  agreement  or  court  order  providing  for  her  support  the 
woman  does  not  lose  a  source  of  support,  or  potential  support,  when 
her  former  husband  retires,  becomes  disabled,  or  dies.  The  committee 
believes,  therefore,  that  the  support  requirements  in  present  law  are 
consistent  with  the  basic  principles  of  the  social  security  program. 

Disibility  Benefits  Affected  by  the  Receipt  of 
Workmen's  Compensation 

(Sec.  115  of  the  House  bill) 

The  committee  deleted  the  provision  in  the  House  bill  which  would 
have  raised  the  ceiling  on  income  from  combined  workmen's  compen- 
sation and  social  security  disability  insurance  benefits  from  80  percent 
to  100  percent  of  the  disabled  worker's  average  current  earnings  before 
the  onset  of  his  disability.  The  objective  of  the  offset  provisions  is  to 
avoid  the  payment  of  combined  amounts  of  social  security  benefits  and 
workmen's  compensation  payments  that  would  be  excessive  in  com- 
parison with  the  beneficiary's  earnings  before  he  became  disabled. 
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The  committee  considers  it  somewhat  doubtful  that  the  increased  ceil- 
ing proposed  in  the  House  bill  would  still  meet  the  objective  of  the  off- 
set provisions. 

Coverage  of  Federal  Home  Loan  Bank  Employees 

(Sec.  116  of  the  House  bill) 

The  committee  bill  deletes  the  provision  in  the  House  bill  that 
would  extend  social  security  coverage  to  the  approximately  500  cur- 
rent employees  and  all  future  employees  of  the  Federal  Home  Loan 
Banks.  The  employees  are  now  covered  under  a  staff  retirement  plan. 
The  Federal  Home  Loan  Bank  Board  has  requested  that  social  secu- 
rity coverage  be  extended  to  these  employees.  The  committee  believes 
that  social  security  coverage  should  not  be  extended  to  them  without 
further  study  of  the  benefit  levels  which  would  result. 
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IV.  MEDICARE  AND  MEDICAID 


1.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  NOT  SUBTANTIALLY 
CHANGED  BY  THE  COMMITTEE 

Payment  Under  the  Medicare  Program  to  Individuals  Covered 
by  Federal  Employees  Health  Benefits  Program 

(Sec.  201  of  the  bill) 

Under  present  law,  Federal  employees  and  retirees  age  65  and  over 
who  are  enrolled  for  Federal  employees  health  benefits  (FEHB)  are 
also  covered  under  the  medicare  hospital  insurance  plan  (part  A)  if 
they  have  worked  in  employment  covered  by  social  security  or  rail- 
road retirement  and  are  eligible  for  monthly  cash  benefits  under  these 
programs.  In  addition,  Federal  employees,  whether  or  not  eligible 
for  part  A  benefits,  may  enroll  in  the  medicare  voluntary  supplemen- 
tary medical  insurance  plan  (part  B)  which  is  available  to  essentially 
all  persons  age  65  and  over.  Part  A  hospital  insurance  protection  under 
medicare  is  earned  during  a  person's  working  years  through  a  separate 
tax  on  his  earnings  and  no  payments  are  made  by  those  entitled  to 
benefits  after  they  have  stopped  working.  Part  B  medical  insurance 
protection  is  available  at  50  percent  of  cost,  for  which  the  enrollee 
pays  a  monthly  premium — currently  $5.30  monthly — matched  by  the 
Federal  Government. 

In  contrast,  persons  who  are  eligible  for  health  insurance  protection 
under  a  FEHB  plan  continue  to  pay  the  same  premium  rates  for  their 
coverage  after  retirement  as  they  did  when  they  were  active  employees 
(although  the  coverage  may  be  more  valuable  since  older  people  use 
more  medical  services) .  The  Federal  Government  currently  pays  about 
24  percent  of  the  overall  cost  of  FEHB  protection,  with  its  share  in- 
creasing to  40  percent  effective  January  1,  1971. 

When  the  medicare  program  was  enacted  in  1965,  it  was  intended 
that  it  would  provide  basic  health  insurance  protection  for  people  age 
65  and  over  and  that  it  would  pay  its  benefits  in  full  without  regard  to 
any  other  benefits  that  might  be  payable  under  an  employee  health 
benefits  plan.  At  the  same  time,  it  was  expected  that  su^h  plans  would 
adjust  their  benefit  policies  to  complement  the  protection  provided 
under  medicare  rather  than  duplicating  the  benefits. 

Unlike  most  employers,  the  Federal  Government  has  not  arranged 
the  health  insurance  protection  it  makes  available  to  its  employees  age 
65  and  over  (active  or  retired)  so  that  such  protection  would  be  supple- 
mentary to  medicare  benefits. 

Although  most  Federal  employment  covered  by  a  Federal  staff 
retirement  system  is  excluded  from  social  security  coverage,  many 
Federal  employees  become  insured  under  social  security  on  the  basis 
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of  other  employment.  About  50  percent  of  retired  and  active  Federal 
employees  age  65  and  over  are  entitled  to  hospital  insurance  benefits 
under  medicare. 

Several  problems  arise  under  the  present  situation.  The  FEHB  plans 
cover  many  of  the  same  health  care  expenses  that  are  covered  under 
medicare.  In  cases  where  health  care  expenses  are  covered  under  both 
medicare  and  a  Federal  employee  plan,  the  medicare  benefits  are  paid 
first,  and  the  Federal  employee  plan  then  pays  its  benefits  in  an  amount 
which,  when  added  to  the  benefits  payable  under  medicare,  may  not 
exceed  100  percent  of  the  expenses  allowable  under  the  FEHB  plan. 

A  Federal  employee  who  is  covered  under  a  high-option  FEHB  plan 
as  well  as  the  medicare  plans  has  somewhat  better  protection  than  is 
afforded  under  the  FEHB  plan  alone.  But,  because  of  the  nonduplica- 
tion  clauses  in  the  FEHB  contracts,  he  does  not  derive  the  full  value  of 
the  protection  of  the  FEHB  contracts.  If  a  Federal  retiree  entitled 
under  medicare  cancels  his  enrollment  under  a  FEHB  plan  because  of 
the  high  total  cost  of  his  health  care  protection,  he  will  lose  the  high 
level  of  protection  he  previously  enjoyed  under  the  FEHB  program  at 
an  age  where  his  health  care  costs  can  be  expected  to  increase 
substantially. 

Federal  retirees  and  employees  who  are  covered  under  an  FEHB 
plan  generally  do  not  find  it  advantageous  to  enroll  in  the  medicare  vol- 
untary supplementary  medical  insurance  plan,  because  of  the  overlap- 
ping of  FEHB  benefits  and  benefits  under  the  supplementary  plan. 
Thus,  Federal  retirees  and  employees  do  not  receive  the  advantage, 
available  to  virtually  all  other  persons  age  65  and  over,  of  the  50-per- 
cent Government  contribution  toward  the  cost  of  the  protection  under 
the  supplementary  medical  insurance  program. 

In  order  to  assure  a  better  coordinated  relationship  between  the 
FEHB  program  and  medicare  and  to  assure  that  Federal  employees 
and  retirees  age  65  and  over  will  eventually  have  the  full  value  of  the 
protection  offered  under  medicare  and  FEHB,  the  Finance  Committee 
approves  the  provision  in  the  House  bill  which  would  provide  that 
effective  January  1,  1972,  the  medicare  program  (both  parts  A  and  B) 
would  not  pay  for  any  otherwise  covered  service  if  such  service  is 
covered  under  a  FEHB  plan.  This  provision  would  not  go  into  effect 
(or  would  be  suspended,  if  already  in  effect)  if  the  Secretary  of  Health, 
Education,  and  Welfare  certifies  that  the  FEHB  program  has  been  so 
modified  as  to  assure  that  there  is  available  to  each  Federal  employee 
or  retiree  age  65  and  over  one  or  more  Federal  health  benefit  plans 
which  offer  protection  supplementing  the  combined  protection  of  parts 
A  and  B  of  medicare,  and  the  protection  of  part  B  alone  and  that  the 
Government  is  making  a  contribution  toward  the  health  insurance  of 
each  Federal  employee  or  retiree  age  65  and  over,  which  is  at  least 
equal  to  the  contribution  it  makes  for  high  option  coverage  under 
Government-wide  FEHB  plans.  This  contribution  could  be  in  the  form 
of  a  Federal  contribution  toward  the  supplementary  FEHB  protection 
or  a  payment  to  or  on  behalf  of  such  employee  or  retiree  to  offset  the 
cost  of  his  purchase  of  medicare  protection,  or  a  combination  of  the 
two.  It  is  the  hope  and  the  intent  of  the  committee  that  the  Secretary 
will  be  able  to  make  this  certification  before  January  1972. 


Hospital  Insurance  Benefits  for  Uninsured  Individuals  Not 
Eligible  Under  Present  Transitional  Provisions 

(Sec.  202  of  the  bill) 

Present  law  provides  hospital  insurance  protection  under  the 
"special  transitional  provision"  for  people  who  are  not  qualified  for 
cash  benefits  under  the  social  security  or  railroad  retirement  program. 
(The  provision  excludes  an  active  or  retired  Federal  employee,  or 
the  spouse  of  such  an  employee,  who  is  covered  or  could  have  been 
covered  under  the  provisions  of  the  Federal  Employees  Health 
Benefits  Act  of  1959;  aliens  residing  in  the  United  States  for  less  than 
5  years;  and  people  who  have  been  convicted  of  a  crime  against  the 
security  of  the  United  States,  including  sabotage,  espionage,  treason, 
etc.)  The  "special  transitional  provision"  covers  people  who  are  not 
qualified  for  cash  benefits  under  the  social  security  or  railroad  retire- 
ment program  and  who  reached  age  65  before  1968  even  though  they 
had  no  work  under  social  security  (or  in  the  railroad  industry). 
Those  who  attained  or  will  attain  age  65  after  1967  must  have  had 
specified  amounts  of  work  under  these  programs  in  order  to  be  eligible 
for  hospital  insurance  protection.  The  transitional  provision  will 
phase  out  as  of  1974  as  persons  attaining  age  65  in  those  years  must 
be  insured  for  cash  benefits  under  one  of  the  two  programs  in  order  to 
be  eligible  for  hospital  insurance  protection. 

Since  the  transitional  provision  is  designed  to  provide  hospital  in- 
surance coverage  for  only  a  part  (though  a  large  part)  of  the  unin- 
sured aged  and  to  eventually  phase  out,  a  portion  of  the  aged,  though 
small  in  number  (as  of  January  1,  1970,  this  portion  numbered  ap- 
proximately 305,000  ot  \}/2  percent  of  the  aged  population),  are  and 
will  be,  for  one  reason  or  another,  excluded  from  hospital  insurance 
coverage.  (The  305,000  people  include  55,000  recent  immigrants,  who 
would  continue  to  be  excluded  from  coverage ;  145,000  active  or  retired 
Federal  employees,  who  are  not  eligible  under  the  transitional  provi- 
sion; and  105,000  others.)  Although  these  ineligibles  include  a  substan- 
tial number  of  people  who  were  eligible  for  social  security  coverage  but 
who  did  not  elect  (or  whose  employers  did  not  elect)  to  be  covered 
(including  employees  of  State  and  local  governments),  they  also 
include  several  other  groups:  (1)  wives  who  have  never  worked  under 
covered  employment  and  whose  husbands  are  eligible  for  hospital 
insurance  under  the  transitional  provision,  (2)  women  who  are  not 
insured  on  their  own  account  and  who  cannot  qualify  for  dependent's 
benefits  (such  as  dependent  aged  sisters  of  insured  workers  and  the 
dependents  of  uninsured  workers),  and  (3)  workers,  such  as  agricul- 
tural and  domestic  workers,  whose  earnings  may  have  been  so  low  or 
sporadic  they  were  unable  to  acquire  insured  status. 

Further,  it  has  become  very  difficult  for  many  in  this  group  to  obtain 
rivate  hospital  insurance  comparable  to  coverage  under  medicare, 
ince  the  passage  of  the  medicare  law,  private  insurance  companies 
have  generally  changed  their  hospital  insurance  plans  available  to  peo- 
ple age  65  and  over  to  make  their  coverage  complementary  to  medi- 
care. While  there  is  generally  some  type  of  hospital  insurance  available 
to  persons  age  65  and  over,  most  of  that  which  is  offered  is  in  the  form 
of  specified  cash  payment  insurance,  paying  from  $25  to  $200  per  week 
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for  limited  periods  of  hospitalization.  Few  private  health  insurance 
companies  offer  their  regular  hospital  expense  plans  to  the  aged. 

The  committee  agrees  with  but  has  made  some  technical  changes  in 
the  provision  in  the  House  bill  which  would  make  available  hospital 
insurance  coverage  on  a  voluntary  basis  to  persons  age  65  and  over, 
including  civil  service  annuitants  and  their  spouses,  who  are  not 
entitled  to  such  coverage  under  existing  law.  A  State  or  any  other  pub- 
lic or  private  organization  would  be  permitted  to  purchase  such  pro- 
tection on  a  group  basis  for  its  retired  or  active  employees  age  65  and 
over.  The  intent  is  that  the  cost  of  such  coverage  would  be  fully 
financed  by  those  who  elect  to  enroll  for  this  protection.  Enrollees 
would  pay  a  monthly  premium  based  on  the  cost  of  hospital  insurance 
protection  for  the  uninsured  group;  such  premium  would  be  $27  a 
month  beginning  with  July  1971  and  up  to  and  including  June  1972, 
and  would  be  recomputed  each  year  and  increased  in  the  same  pro- 
portion as  the  inpatient  hospital  deductible.  The  same  restrictions 
on  enrollment  and  reenrollment  (including  a  10-percent-per-year 
charge  for  late  enrollment)  would  apply  as  now  apply  to  enrollment 
for  supplementary  medical  insurance  (including  the  changes  in  such 
enrollment  provisions  made  by  other  provisions  in  the  bill).  Aliens  who 
have  been  in  the  United  States  less  than  five  years  and  persons  who 
have  been  convicted  of  certain  subversive  crimes  would  be  excluded 
from  participation  under  this  provision,  just  as  they  are  excluded  from 
enrolling  for  supplementary  medical  insurance. 

The  committee's  bill  also  would  require  that  in  order  for  persons  to 
be  eligible  to  enroll  for  hospital  insurance  they  must  be  enrolled  for 
supplementary  medical  insurance.  Those  persons  who  have  failed  to 
enroll  for  supplementary  medical  insurance  within  the  3-year  enroll- 
ment limit  as  prescribed  by  present  law  would  be  able,  under  another 
provision  in  the  committee's  bill  to  meet  this  requirement  since  they 
would  no  longer  be  excluded  from  enrolling  for  supplementary  medi- 
cal insurance.  If  a  person  terminates  his  supplementary  medical  in- 
surance, his  hospital  insurance  coverage  under  this  provision  would 
be  automatically  terminated  effective  the  same  date  as  his  supple- 
mentary medical  insurance  termination.  The  committee  believes  that 
such  a  restriction  is  necessary  to  reduce  the  possibility  of  excessive 
utilization  of  the  more  expensive  hospital  insurance  coverage  as  might 
occur  if  an  individual  were  enrolled  for  hospital  insurance  (covering 
primarily  institutional  care)  but  not  for  supplementary  medical  in- 
surance (covering  primarily  outpatient  care). 

Limits  on  Prevailing  Charge  Levels 

(Sec.  224  of  the  bill) 

Under  present  administrative  policies  under  medicare,  the  prevailing 
limit  on  the  reasonable  charge  for  a  service  is  intended,  over  the  long 
run,  to  be  generally  about  the  83d  percentile  of  customary  charges  for 
that  service  in  the  physician's  locality.  To  illustrate,  if  customary 
charges  for  an  appendectomy  in  a  locality  were  at  five  levels,  with  10 
percent  of  the  services  rendered  by  physicians  whose  customary  charge 
was  $150,  40  percent  rendered  by  physicians  who  charge  $200,  40  per- 
cent rendered  by  physicians  who  charge  $250  and  5  percent  rendered  by 
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physicians  who  charge  $300  and  with  the  remaining  5  percent  rendered 
by  physicians  charging  in  excess  of  $300,  the  prevailing  limit  would  be 
$250,  since  this  is  the  level  that  would  cover  at  least  83  percent  of  the 
cases.  However,  if  15  percent,  rather  than  5  percent,  of  the  services 
were  rendered  by  physicians  whose  customary  charge  was  at  the  $300 
level  with  5  percent  charging  above  that  level,  the  prevailing  charge 
limit  would  be  $300,  since  this  would  then  be  the  level  that  would  cover 
at  least  83  percent  of  the  cases. 

Customary  charges  for  services  that  are  within  the  prevailing  fee 
limit  are  generally  recognized  in  full.  (In  a  relatively  small  number  of 
situations  additional  rules  are  used  to  judge  the  reasonableness  of 
charges.) 

The  committee  believes  that  it  is  necessary  to  move  in  the  direction  of 
an  approach  to  reasonable  charge  reimbursement  that  ties  recognition 
of  fee  increases  to  appropriate  economic  indexes  so  that  the  program 
will  not  merely  recognize  whatever  increases  in  charges  are  established 
in  a  locality  but  would  limit  recognition  of  charge  increases  to  rates 
that  economic  data  indicate  would  be  fair  to  all  concerned. 

Under  the  committee's  bill,  the  prevailing  charges  recognized  for  a 
locality  could  be  increased  in  fiscal  year  1972  and  in  later  years  only  to 
the  extent  justified  by  indexes  reflecting  changes  in  the  operating  ex- 
penses of  physicians  and  in  earnings  levels.  What  the  bill  provides  is  a 
limit  on  the  increases  that  would  be  recognized  on  the  basis  of  the  other 
reasonable  charge  criteria.  Increases  in  the  customary  charges  of  indi- 
vidual physicians  and  in  the  charges  prevailing  among  physicians  in  a 
locality  would  continue  to  be  recognized  only  on  the  basis  of  adequate 
evidence  that  such  increases  had  been  in  effect  for  a  period  of  time. 
The  new  ceiling  on  recognition  of  increases  in  prevailing  charge  limits 
that  is  provided  would  come  into  play  only  when  the  adjustments 
necessary  to  meet  increases  in  the  actual  charges  prevailing  in  a  locality 
exceeded,  in  the  aggregate,  the  level  of  increase  justified  by  other 
changes  in  the  economy. 

The  Secretary  would  establish  the  statistical  methods  that  would  be 
used  to  make  the  calculations  to  establish  the  limit  on  the  increases 
allowed  by  this  provision. 

The  base  for  the  proposed  economic  indexes  would  be  calendar  year 
1969.  The  increase  in  the  indexes  that  occurs  in  a  succeeding  calendar 
year  would  constitute  the  maximum  allowable  aggregate  increase  in 
prevailing  charges  above  the  original  base  that  would  be  recognized  in 
the  fiscal  year  beginning  after  the  end  of  that  calendar  year. 

Initially,  the  Secretary  would  be  expected  to  base  the  ceilings  for 
recognition  of  increases  in  prevailing  fee  limits  on  presently  available 
indexes  of  changes  in  consumer  prices  and  earnings  combined  in  a  man- 
ner consistent  with  available  data  on  the  ratio  of  the  expenses  of  prac- 
tice to  income  from  practice  occurring  among  self-employed  physicians 
as  a  group.  If,  for  example,  available  data  indicated  that  for  self- 
employed  physicians  as  a  group,  expenses  of  practice  absorbed  approxi- 
mately 40  percent  of  gross  receipts  of  practice  (the  proportions  indi- 
cated for  1966  by  data  compiled  by  IRS  from  tax  returns) ,  the  Secre- 
tary could  determine  that  the  maximum  aggregate  increase  in  prevail- 
ing charge  levels  that  could  be  recognized  in  a  carrier  area  would  be  40 
percent  of  the  area  increase  in  the  BLS  Consumer  Price  Index  (all 
items  less  medical  care)  plus  60  percent  of  the  area  increase  in  the 
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earnings  reported  to  the  social  security  program.  The  increase  in  the 
BLS  Consumer  Price  Index  (which  includes  a  service  component  and 
other  prices  reflecting,  to  some  degree,  office  salaries  paid  by  physi- 
cians) would  be  considered  to  indicate  the  justifiable  increase  in  fees  to 
take  account  of  increases  in  costs  met  by  the  physician  in  his  practice 
and  the  increase  in  earnings  would  be  considered  to  indicate  the 
justifiable  increase  in  fees  to  keep  the  physician's  earnings  in  line  with 
the  earnings  of  others.  Thus,  if  during  calendar  year  1970  the  area 
increase  in  prices  was  3  percent  and  the  area  increase  in  earnings  was 
5  percent,  the  allowable  aggregate  increase  in  prevailing  charges  recog- 
nized by  the  carrier  in  each  locality  during  fiscal  year  1972  would  be  4.2 
percent : 

(.40X.03)  +  (.60X.05)=.042 

The  carrier  would  apply  the  prevailing  charge  criteria  now  in  the 
law  (but  setting  the  prevailing  charge  limit  at  the  75th  percentile  of 
customary  charges  rather  than  at  the  83d  percentile  permitted  under 
present  policies)  to  data  on  charges  in  calendar  year  1970  to  determine 
the  increases  in  prevailing  charges  that  it  would  be  appropriate  to 
recognize  during  fiscal  year  1972.  In  the  illustration  cited  earlier,  where 
20  percent  of  appendectomies  in  a  locality  were  rendered  by  physicians 
who  customarily  charged  $300  or  more  and  80  percent  of  such  services 
were  rendered  by  physicians  customarily  charging  at  or  below  $250, 
the  prevailing  charge  level  for  that  service  would  be  $250  (the  level 
that  would  cover  at  least  75  percent  of  the  cases) ,  rather  than  the  pre- 
vailing charge  level  of  $300  (the  level  that  would  cover  at  least  83 
percent  of  the  cases)  that  would  be  set  under  present  policies.  If  the 
aggregate  increase  in  prevailing  charges  so  determined  was  less  than 
4.2  percent,  the  adjustments'  would  be  permitted  and  the  portion  of  the 
allowable  aggregate  increase  not  used  in  that  fiscal  year  could  be  car- 
ried forward  and  used  in  future  fiscal  years.  However,  if  the  aggregate 
increase  in  prevailing  charges  found  otherwise  appropriate  exceeded 
4.2  percent,  such  increases  would  be  reduced  to  the  extent  necessary  to 
bring  the  aggregate  of  all  increases  within  the  4.2  ceiling — that  is,  if 
the  new  prevailing  charge  limits  that  were  indicated  for  fiscal  year 
1972  by  the  75th  percentile  of  calendar  year  1970  charges  multiplied 
by  the  frequency  of  the  related  services  in  calendar  year  1970  exceeded, 
in  total,  the  prevailing  charge  limits  indicated  for  fiscal  year  1971  by 
the  75th  percentile  of  calendar  1969  charges  multiplied  by  the  fre- 
quency of  the  related  services  in  calendar  1969  by  8.4  percent  ,  then  each 
of  the  prevailing  charge  increases  indicated  for  fiscal  year  1972  by  the 
75th  percentile  of  calendar  year  1970  charges  would  be  reduced  by 
one-half  so  that  the  aggregate  increase  allowed  would  be  within  the 
4.2  ceiling. 

It  is,  of  course,  contemplated  under  the  bill  that  the  Secretary  would 
use,  both  initially  and  over  the  long  run,  the  most  refined  indexes  that 
can  be  developed.  However,  the  committee  believes  that  the  viability 
of  the  proposal  does  not  depend  on  a  great  deal  of  further  refinement. 
The  objectives  of  the  proposal  could  be  attained  with  equity  through 
the  use  of  an  approach  such  as  that  described  above.  This  is  so  because 
the  indexes  are  not  to  be  applied  on  a  procedure-by-procedure  basis 
that  would  raise  serious  questions  of  equitv  in  absence  of  refinements  to 
take  account  of  variations  in  the  mix  of  factors  of  production  among 
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various  types  of  medical  services  and  to  take  account  of  changes  in 
productivity  with  respect  to  various  services.  Rather,  the  indexes  will 
operate  as  overall  ceilings  on  prevailing  fee  level  increases  recognized 
in  a  carrier  area  under  which  adjustments  permitted  by  the  present 
customary  and  prevailing  charge  criteria  could  be  made  to  take  account 
of  the  shifting  patterns  and  levels  of  actual  charges  in  each  locality. 
Thus,  whether  the  new  limit  on  prevailing  charges  will  actually  affect 
the  determination  of  reasonable  charges  depends  on  the  degree  to 
which  physicians'  fees  rise  in  the  future.  If  the  rise  in  fees  in  the  ag- 
gregate was  no  more  than  the  rise  in  prices  and  earnings,  the  rise  in 
fees  would  be  allowed  in  full. 

The  committee  believes  it  desirable  to  provide  the  Secretary  with 
appropriate  leadtime  for  implementation  of  the  proposed  ceilings  on 
recognition  of  prevailing  charge  increases  and  to  provide  a  conserva- 
tive base  for  its  application.  For  this  reason,  the  committee  bill  in- 
cludes an  interim  provision  for  the  remainder  of  fiscal  year  1971 
requiring,  in  effect,  an  extension  of  present  policies  to  contain  program 
costs.  Under  this  interim  provision  the  medical  charge  levels  currently 
recognized  as  prevailing  in  a  locality  could  be  increased  after  enact- 
ment of  the  bill  and  during  fiscal  year  1971,  only  to  the  extent  found 
necessary,  on  the  basis  of  statistical  data  and  methodology  acceptable 
to  the  Secretary,  to  bring  the  charge  levels  recognized  as  prevailing 
in  a  locality  to  the  75th  percentile  of  the  customary  charges  (weighted 
by  frequency  rendered)  made  for  similar  services  in  the  same  locality 
during  calendar  year  1969.  However,  if  currently  allowed  charges 
exceed  this  75th  percentile,  no  decrease  in  charges  would  be  required 
by  the  new  legislation.  And,  as  noted  earlier,  the  prevailing  charges 
calculated  as  representing  the  75th  percentile  in  calendar  year  1969 
will  establish  the  base  from  which  the  rate  increase  in  prevailing 
charge  levels  will  be  measured.  The  economic  index  that  would  go  into 
effect  starting  with  fiscal  year  1972  would  be  applied  to  this  base  to 
establish  limits  in  future  years. 

The  committee  believes  that  it  is  essential  to  implementation  of  the 
original  congressional  intent  that  the  Department  of  Health,  Educa- 
tion, and  Welfare  require  that  in  an  area  where  a  significant  number  of 
payments  are  made  under  Blue  Shield  and  other  service  benefit  con- 
tracts and  to  the  extent  such  payments  are  generally  accepted  by  physi- 
cians as  payment  in  full,  they  should  be  properly  reflected  in  the 
charge  data  used  in  the  determination  of  reasonable  charges.  Under 
these  service  benefit  plans,  the  participating  physician  agrees  to  accept 
the  Blue  Shield  allowance  as  payment  in  full  for  services  to  patients 
with  incomes  below  specified  limits.  Where  the  actual  number  of  cases 
in  which  the  Blue  Shield  payment  represents  payment  in  full  is 
unknown  and  valid  estimates  cannot  be  obtained,  reasonable  pre- 
sumption should  be  drawn  from  the  number  and  probable  income 
levels  of  those  covered  by  service  benefit  contracts  and  whether  such 
income  levels  would  generally  encompass  most  beneficiaries  and  as 
to  the  number  of  instances  in  which  the  Blue  Shield  payment  would 
usually  represent  the  physician's  full  payment. 

While  relating  the  allowability  of  future  increases  in  prevailing 
charges  to  general  economic  indicators  is  an  appropriate  method  for 
reasonable  charge  determinations  with  respect  to  the  services  of  physi- 
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cians,  the  committee  believes  it  would  be  inappropriate  for  reason- 
able charge  determinations  with  respect  to  medical  supplies,  equip- 
ment, and  services  that  do  not  generally  vary  in  quality  from  one  sup- 
plier to  another.  This  is  so  because  no  program  purpose  would  be  served 
by  allowing  charges  in  excess  of  the  lower  levels  (the  comparable 
House  provision  referred  to  "lowest  levels")  at  which  supplies, 
equipment,  or  services  can  be  readily  obtained  in  a  locality.  For  this 
reason,  the  committee  bill  permits  deviation  from  generally  applica- 
ble reasonable  charge  criteria  where  it  is  determined  that  medical  sup- 
plies, equipment,  and  services  do  not  generally  vary  in  quality  from 
one  supplier  to  another. 

The  committee  recognizes  that  it  will  not  be  possible  for  the  Secre- 
tary to  immediately  establish  special  charge  or  cost  limits  for  every 
item  or  service  not  materially  affected  in  quality  by  the  supplier  who 
actually  furnishes  it  to  the  patient.  However,  the  committee  believes 
that  it  is  important  to  make  explicit  the  Secretary's  authority  and  it 
is  expected  that  he  will  assert  such  authority  to  impose  rules  for  deter- 
mining reasonable  charges  when,  after  due  consideration,  he  determines 
that  a  particular  item  or  service  does  not  vary  in  quality  from  one 
supplier  to  another  and  devises  special  rules  for  reasonable  charge 
determinations  that  he  considers  equitable  and  administratively  feasi- 
ble. Until  the  Secretary  designates  an  item  or  service  as  falling  within 
the  scope  of  this  provision  and  establishes  rules  for  determining  rea- 
sonable charges  for  that  item,  the  presently  applicable  rules,  including 
any  special  rules  imposed  by  the  carrier,  would  generally  remain  in 
effect. 

The  committee  believes  that  it  would  be  advisable  for  the  Secretary 
to  give  priority  attention  to  items  of  service  or  equipment  most  fre- 
quently paid  for  under  the  program.  The  committee  also  believes  that 
there  are  certain  items  of  service  for  which  special  reasonable  charge 
rules  can  be  readily  established.  Where  a  separate  charge  is  made  by  a 
physician  for  an  injection,  for  example,  the  maximum  allowance  should 
be  a  scheduled  amount  based  upon  the  approximate  ingredient  and 
supply  cost  plus  a  modest  specified  amount  (such  as  $1.00)  to  cover 
the  injection  service.  This  seems  reasonable  since  an  injection  generally 
is  not  a  service  requiring  a  hisfh  level  of  training  and  experience;  para- 
medical personnel  are  normally  capable  of  and  often  provide  the  serv- 
ice. Similarly,  schedules  of  allowances  should  be  established  by  geo- 
graphic or  medical  service  area,  where  appropriate,  for  routine  labora- 
tory work — including  interpretation  of  results — for  tests  not  ordinarily 
included  in  the  charge  for  a  physician  visit.  The  scheduled  allowance 
should  be  based  on  the  costs  of  tests  (including  common  groupings  of 
tests)  when  undertaken  by  qualified  efficient  and  economical  sources- 
such  as  independent  automated  laboratories — to  which  physicians  in 
an  area  have  reasonable  access. 

While  the  provision  discussed  above  is  directed  to  items  and  services 
that  do  not  generally  vary  in  quality  from  one  supplier  to  another, 
the  committee  notes  that  present  law  provides  authority  for  special 
reasonable  charge  rules  and  limits  with  respect  to  any  item  or  service 
for  which  such  special  rules  are  found  to  be  necessary  and  appropriate. 
The  committee  believes  that  it  is  reasonable  and  desirable  to  limit 
charges  recognized  for  routine  follow-up  visits  to  institutionalized 
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patients  to  a  reasonable  proportion  of  charges  for  the  initial  visit  and 
to  limit  charges  recognized  for  visits  on  the  same  day  to  a  number  of 
patients  in  the  same  institution  to  amounts  that  are  reasonable  in 
relation  to  the  time  usually  spent  and  services  provided  under  such 
circumstances.  Of  course,  such  limitations  would  not  preclude  indi- 
vidual consideration  of  requests  for  higher  allowances  where  such 
follow-up  visits  or  multiple  visits  are  justifiable  as  being  non-routine. 

The  effect  of  the  new  limits  established  under  this  provision  would 
be  extended  to  the  medicaid  and  child  health  programs  by  providing 
that  payments  under  these  programs  after  enactment  of  the  bill  may 
not  be  made  with  respect  to  any  amount  paid  for  items  and  services 
that  exceeds  these  new  limits.  This  would  be  consistent  with  the  situa- 
tion in  the  present  medicaid  program. 

The  medicaid  provisions  of  the  Social  Security  Amendments  of  1965 
contained  nothing  which  attempted  to  limit  the  charges  by  physicians 
that  States  could  pay  under  their  medicaid  programs.  States  could 
and  usually  did  set  some  type  of  limits  of  their  own,  typically  less 
than  usual  or  customary  charges.  The  Social  Security  Amendments  of 
1967  added  a  new  medicaid  provision  which  required  that  a  State  plan 
must  provide  assurances  that  "payments  (including  payment  for  any 
drugs  under  the  plan)  are  not  in  excess  of  reasonable  charges  consistent 
with  efficiency,  economy,  and  quality  of  care."  On  June  30, 1969,  HEW 
issued  an  interim  regulation  which  limited  fees  paid  to  physicians,  den- 
tists, and  other  individual  providers  of  medical  services  under  medic- 
aid. The  HEW  regulation  stipulated  that  payments  to  providers  would 
be  limited  to  those  received  in  January  1969,  unless  payments  were 
below  the  75th  percentile  of  customary  charges.  States  whose  payment 
structures  provided  fees  above  the  75th  percentile  of  customary 
charges  were  required  to  adjust  their  payments  so  that  they  did  not 
exceed  reasonable  charges  as  determined  under  medicare.  The  regula- 
tion also  stipulates  that  after  July  1, 1970,  States  may  request  permis- 
sion to  increase  fees  paid  to  individual  practitioners  only  if  two  condi- 
tions are  met : 

(1)  The  average  percentage  increase  requested  above  the  75th  per- 
centile of  customary  charges  on  January  1,  1969,  may  not  exceed  the 
percentage  increase  in  the  all-services  component  of  the  Consumer 
Price  Index  (adjusted  to  exclude  the  medical  component)  or  an  al- 
ternative designed  by  the  Secretary ;  and 

(2)  Evidence  is  clear  that  providers  and  the  States  have  coopera- 
tively established  effective  utilization  review  and  quality  control 
systems. 

The  proposed  amendment  is  substantially  along  the  lines  of  the 
present  regulation,  and  is  effective  upon  enactment. 

Authority  of  Secretary  To  Terminate  Payments  to  Suppliers  or 

Services 

(Sec,  227  of  the  bill) 

Present  law  does  not  provide  authority  for  the  Secretary  to  with- 
hold future  payments  for  services  furnished  by  an  institutional  pro- 
vider of  services,  a  physician,  or  any  other  supplier  who  either  abuses 
the  program  or  endangers  the  health  of  beneficiaries,  although  pay- 
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ment  for  past  or  current  claims  may  be  withheld  on  an  individual  basis 
where  the  services  are  not  reasonable  or  necessary  for  treatment  of 
illness  or  injury  or  where  the  supplier  fails  to  provide  the  necessary 
payment  information. 

The  committee  believes  it  important  to  protect  the  medicare,  medic- 
aid, and  maternal  and  child  health  programs  and  their  beneficiaries 
from  those  suppliers  of  services  who  have  made  a  practice  of  furnish- 
ing inferior  or  harmful  supplies  or  services,  engaging  in  fraudulent 
activities,  or  consistently  overcharging  for  their  services.  Such  pro- 
tection is  not  now  provided  under  the  law.  For  example,  if  a  physician 
is  found  guilty  of  fraud  in  connection  with  the  furnishing  of  services 
to  a  medicare  beneficiary,  there  is  no  authority  under  present  law  to 
bar  payment  on  his  subsequent  claims  so  long  as  the  physician  remains 
legally  authorized  to  practice.  States  can,  and  some  do,  bar  from  medic- 
aid providers  who  abuse  the  program,  but  they  are  not  now  required  to 
do  so. 

The  committee  approves  the  House  provision  under  which  the 
Secretary  would  be  given  authority  to  terminate  or  suspend  pay- 
ments under  the  medicare  program  for  services  rendered  by  any 
supplier  of  health  and  medical  services  found  to  be  guilty  of  program 
abuses.  The  Secretary  would  make  the  names  of  such  persons  or  orga- 
nizations public  so  that  beneficiaries  would  be  informed  about  which 
suppliers  cannot  participate  in  the  program.  The  situations  for  which 
termination  of  payment  could  be  made  include  overcharging,  furnish- 
ing excessive,  inferior,  or  harmful  services,  or  making  a  false  state- 
ment to  obtain  payment.  Also,  there  would  be  no  Federal  financial 
participation  in  any  expenditure  under  the  medicaid  and  maternal 
and  child  health  programs  by  the  State  with  respect  to  services  fur- 
nished by  a  supplier  to  whom  the  Secretary  would  not  make  medicare 
payments  under  this  provision  of  the  bill. 

Program  review  teams  would  be  established  in  each  State  by  the  Sec- 
retary, following  consultation  with  groups  representing  consumers  of 
health  services,  State  and  local  professional  societies,  and  the  appro- 
priate intermediaries  and  carriers  utilized  in  the  administration  of 
title  XVIII  benefits.  Both  the  professional  and  the  nonprofessional 
members  of  the  program  review  teams  would  be  responsible  for  review- 
ing and  reporting  on  statistical  data  on  program  utilization  (which 
the  Secretary  would  periodically  provide).  Professional  members  of 
the  program  review  team  woiOd  not  be  responsible  for  reviewing  cases 
involving  overcharging.  Only  the  professional  members  of  the  program 
review  teams  would  review  cases  involving  the  furnishing  of  excessive, 
inferior,  or  harmful  services  in  order  to  assure  that  only  professionals 
will  review  other  professionals  under  this  provision. 

It  is  not  expected  that  any  large  number  of  suppliers  of  health  serv- 
ices will  be  suspended  from  the  medicare  program  because  of  abuse. 
However,  the  existence  of  the  authority  and  its  use  in  even  a  relative- 
ly few  cases  is  expected  to  provide  a  substantial  deterrent. 

Any  person  or  organization  dissatisfied  with  the  Secretarv's  deci- 
sion to  terminate  payments  would  be  entitled  to  a  hearing  by  the 
Secretary  and  to  iudicial  review  of  the  Secretary's  final  decision. 

It  is  not  intended  that  this  provision  would  in  any  wav  change  the 
Secretarv's  present  right  to  withhold  payment  where  necessary  pav- 
ment  information  is  not  provided.  Nor  would  the  supplier  of  services 
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be  entitled  to  a  hearing  or  judicial  review  with  respect  to  payments 
withheld  under  such  existing  authority. 

The  provisions  relating  to  title  XVIII  would  be  effective  with  re- 
spect to  determinations  made  by  the  Secretary  after  enactment  of 
the  bill.  The  provisions  relating  to  titles  V  and  XIX  would  be  ef- 
fective with  respect  to  items  or  services  furnished  on  or  after  July  1, 
1971. 

Elimination  of  Requirement  That  States  Move  Toward  Com- 
prehensive Medicaid  Programs 

(Sec.  228  of  the  bill) 

Section  1903(e)  of  the  medicaid  statute  requires  that  each  State 
make  "a  satisfactory  showing  that  it  is  making  efforts  in  the  direction 
of  broadening  the  scope  of  the  care  and  services  made  available  under 
the  plan  and  in  the  direction  of  liberalizing  the  eligibility  requirements 
for  medical  assistance.,'  Under  an  amendment  adopted  by  the  Con- 
gress in  1969  (Public  Law  91-36),  the  operation  of  this  provision  was 
suspended  for  two  years,  until  July  1,  1971,  and  the  date  by  which 
the  States  were  to  have  comprehensive  medicaid  programs  (applying 
to  everyone  who  meets  their  eligibility  standards  with  respect  to  in- 
come and  resources)  was  changed  from  1975  to  1977. 

The  committee  has  been  concerned  with  the  burden  of  the  medicaid 
program  on  State  finances.  For  example,  one  State  recently  cut  back 
on  money  going  to  medical  schools  in  order  to  finance  unexpected 
increases  in  the  cost  of  medicaid.  There  is  evidence  that  some  States 
have  moved  more  rapidly  in  the  direction  of  expanding  their  medicaid 
programs,  and  consequently  increasing  their  costs,  because  of  the 
influence  of  section  1903(e). 

The  committee  agrees  with  the  action  of  the  House  which  removes 
section  1903(e)  from  the  act.  When  the  operations  of  the  State  medic- 
aid programs  have  been  substantially  improved  and  there  is  assurance 
that  program  extensions  will  not  merely  result  in  more  medical  costs 
inflation,  the  question  of  expansion  of  the  program  could  then  be 
reconsidered. 

Determination  of  Reasonable  Cost  of  Inpatient  Hospital 
Services  Under  Medicaid  and  Maternal  and  Child  Health 
Programs 

(Sec.  229  of  the  bill) 

Under  present  law,  as  defined  in  regulations  issued  by  the  Secretary, 
States  are  required  to  reimburse  hospitals  for  inpatient  care  under 
medicaid  on  the  basis  of  the  reasonable  cost  formula  set  forth  in  medi- 
care. Several  States  have  objected  to  this  requirement,  asserting  that 
use  of  the  medicare  formula  for  medicaid  reimbursement  can  result  in 
their  paying  more  than  the  actual  cost  of  providing  inpatient  care  to 
those  eligible  for  medicaid.  There  is  nothing  in  the  legislative  history 
which  requires  that  reasonable  costs  should  be  defined  precisely  the 
same  way  for  both  programs  and  there  are  reasons  why  they  should  not, 
such  as  the  differing  characteristics  of  the  two  populations  served. 

The  Committee  on  Finance  approves  the  provision  of  the  House 
bill  which  retains  the  intent  of  the  original  provision —  to  avoid  having 
hospitals  or  their  private  patients  subsidize  inpatient  care  for  the  poor — 
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by  providing  for  payment  of  actual  and  direct  costs  of  inpatient  care 
for  medicaid  eligibles.  The  bill  would  allow  the  States  to  develop  their 
own  methods  and  standards  for  reimbursement  thereby  giving  them 
flexibility  in  working  out  satisfactory  payment  arrangements  with 
their  hospitals.  The  Secretary  could  disapprove  a  State's  plan  if  it  is 
shown  to  his  satisfaction  that  the  method  developed  by  the  State 
would  not  pay  the  actual  and  direct  cost  of  providing  care  to  medicaid 
eligibles.  Reimbursement  by  the  States  would  in  no  case  exceed 
reasonable  cost  reimbursement  as  provided  for  under  medicare. 

The  bill  would  apply  the  same  determination  of  reasonable  costs  to 
maternal  and  child  health  programs.  The  provisions  would  be  effective 
July  1,  1971,  or  earlier  if  the  State  plan  so  provides. 

Amount  of  Payments  Where  Customary  Charges  for  Services 
Furnished  Are  Less  Than  Reasonable  Cost 

(Sec.  230  of  the  bill) 

Under  present  law,  reimbursement  under  the  medicare  program 
is  based  on  the  reasonable  costs  incurred  by  providers  of  services  (but 
only  for  inpatient  hospital  services  under  medicaid  and  the  maternal 
and  child  health  programs)  in  providing  services  to  individuals 
covered  by  these  programs.  This  results,  in  some  cases,  in  these  pro- 
grams paying  higher  amounts  for  services  received  by  covered  in- 
dividuals than  such  individuals  would  be  charged  if  they  were  not 
covered  by  these  programs,  because,  in  some  cases,  a  provider's  cus- 
tomary charges  to  the  general  public  are  set  at  a  level  which  does  not 
reflect  the  provider's  full  costs. 

The  committee  agrees  with  the  House  that  it  is  inequitable  for  the 
medicare,  medicaid,  and  the  child  health  programs  to  pay  more  for 
services  than  the  provider  charges  to  the  general  public.  To  the  extent 
that  a  provider's  costs  are  not  reflected  in  charges  to  the  public  gen- 
erally, such  costs  are  expected  to  be  met  from  income  other  than  reve- 
nues from  patient  care — for  example,  from  endowment  or  investment 
income.  The  bill  would  provide,  theref ore,  that  reimbursement  for  serv- 
ices under  the  medicare,  medicaid,  and  child  health  programs  could 
not  exceed  the  lesser  of  the  reasonable  cost  of  such  services  as  deter- 
mined under  section  1861  (v)  of  the  Social  Security  Act,  or  the  cus- 
tomary charges  to  the  general  public  for  such  services. 

However,  the  committee  believes  that  it  would  be  undesirable  to 
apply  this  provision  in  the  case  of  services  furnished  by  public  pro- 
viders of  services  free  of  charge  or  at  a  nominal  fee.  The  bill  would 
provide,  therefore,  that  where  services  are  furnished  by  a  public  pro- 
vider of  services  free  of  charge  or  at  a  nominal  charge,  the  Secretary 
shall  specify  by  regulation  reimbursement  based  on  those  elements  of 
costs  generally  allowed  in  the  determination  of  reasonable  cost  that 
he  finds  will  result  in  fair  compensation  for  such  services.  In  such 
cases  fair  compensation  for  a  service  could  not  exceed,  but  could  be 
less  than,  the  amount  that  would  be  paid  under  present  law. 

The  committee  recognizes  that  a  provider's  charges  may  be  lower 
than  its  costs  in  a  given  period  as  a  result  of  miscalculation  or  special 
circumstances  of  limited  duration,  and  it  is  not  intended  that  provid- 
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ers  should  be  penalized  by  such  short-range  discrepancies  between 
costs  and  charges.  Xor  does  the  committee  want  to  introduce  any  in- 
centive for  providers  to  set  charges  for  the  general  public  at  a  level 
substantially  higher  than  estimated  costs  merely  to  avoid  being  penal- 
ized by  this  provision.  Thus,  the  committee  recognizes  the  desirability 
of  permitting  a  provider  that  was  reimbursed  under  the  medicare, 
medicaid  and  child  health  programs  on  the  basis  of  charges  in  a  fiscal 
period  to  carry  unreimbursed  allowable  costs  for  that  period  forward 
for  perhaps  two  succeeding  fiscal  periods.  Should  charges  exceed  costs 
in  such  succeeding  fiscal  periods,  the  unreimbursed  allowable  costs 
carried  forward  could  be  reimbursed  to  the  provider  along  with  cur- 
rent allowable  costs  up  to  the  limit  of  current  charges. 

The  committee  intends  that  for  purposes  of  administering  this 
provision,  "customary  charges"  shall  mean  (1)  the  charges  listed  in 
an  established  charge  schedule  (if  the  institution  has  only  a  single 
set  of  charges  applied  to  all  patients),  or  (2)  the  most  frequent  or 
typical  charges  imposed  (if  the  institution  uses  more  than  one  charge 
for  a  single  service).  However,  in  order  to  be  considered  to  be  the 
"customary  charge,"  a  charge  would  have  to  be  one  that  was  actually 
collected  from  a  substantial  number  of  individuals.  A  charge  set  up 
in  name  only,  perhaps  primarily  to  avoid  the  effect  of  this  provision, 
is  not  intended  to  determine  medicare  reimbursement. 

The  provisions  relating  to  medicare  would  be  effective  with  respect 
to  services  furnished  hospitals  and  extended  care  facilities  in  account- 
ing pjeriods  beginning  after  June  30,  1971,  and  with  respect  to  services 
furnished  by  home  health  agencies  in  accounting  periods  beginning 
after  June  30,  1971.  Provisions  relating  to  the  medicaid  and  maternal 
and  child  health  programs  would  be  effective  for  accounting  periods 
beginning  after  June  30, 1971. 

Payments  to  States  Under  Medicaid  Programs  for  Installation 
and  Operation  of  Claims  Processing  and  Information  Re- 
trieval Systems 

(Sec.  232  of  the  bill) 

m  Under  present  law,  States  are  required  to  use  methods  of  adminstra- 
tion  deemed  necessary  by  the  Secretary  for  efficient  operation  of 
the  program.  Federal  matching  is  now  set  at  50  percent  for  admin- 
istrative costs  and  75  percent  for  compensation  of  professional  medical 
personnel.  Despite  this  requirement,  many  States  do  not  have  effective 
claims  administration  or  well-designed  information  storage  and  re- 
trieval systems;  nor  do  they  possess  the  financial  and  technical 
resources  to  develop  them  if  required  to  do  so  by  the  Secretary. 

The  committee  approves  the  provision  of  the  House  bill  which 
proposes  to  aid  the  States  in  meeting  their  responsibilities  by 
authorizing  90  percent  Federal  matching  for  the  cost  necessary  to  the 
State  for  it  to  design,  develop,  and  install  mechanized  claims  processing 
and  information  retrieval  systems  for  its  own  use  deemed  necessary  by 
the  Secretary.  The  Federal  Government  acknowledges  the  obligation 
to  provide  technical  assistance,  including  the  development  of  model 
systems,  to  each  State  operating  a  medicaid  program.  It  is  expected  that 
this  financial  and  technical  support  will  aid  the  States  in  realizing  effi- 
cient and  effective  administration  of  the  program,  and  that  it  will 
reduce  program  costs. 
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Your  committee  also  recognizes  the  importance  of  this  activity  by 
providing  Federal  matching  funds  at  the  75  percent  rate  for  the  opera- 
tion (including  contract  operation)  of  a  system  approved  by  the 
Secretary. 

States  would  not  be  eligible  to  receive  this  increased  Federal  sup- 
port until  they  have  developed  the  capacity  to  provide  basic  informa- 
tion to  recipients  on  services  paid  for  by  the  program,  including 
the  names  of  the  providers,  the  dates  on  which  services  were  furnished, 
and  the  amount  of  payment  made.  Experience  with  the  medicare  pro- 
gram indicates  that  beneficiary  complaints  about  discrepancies  be- 
tween the  "explanation  of  benefits"  form  they  receive,  and  the  care 
actually  provided,  has  been  the  largest  single  source  of  information  on 
possible  abuse  and  fraud.  It  is  appropriate  to  combine  the  require- 
ment that  States  provide  such  explanations  with  the  increased  Federal 
matching  which  would  support  such  an  activity.  Savings  resulting  from 
increased  administrative  efficiency  would  more  than  offset  the  costs  of 
this  provision. 

This  provision  of  the  bill  would  be  effective  July  1,  1971. 
Prohibition  Against  Keassignment  of  Claims  to  Benefits 
(Sec.  234  of  the  bill) 

Under  present  law,  payment  for  services  furnished  by  a  physician 
or  other  person  under  the  supplementary  medical  insurance  program 
is  made:  (1)  to  the  beneficiary  on  the  basis  of  an  itemized  bill,  or 
(2)  to  the  physician  or  other  person  who  provided  the  services  on  the 
basis  of  an  assignment  under  the  terms  of  which  the  reasonable  charge 
is  the  full  charge  for  the  service.  Present  law  also  provides  that  pay- 
ment for  such  services  under  the  medicaid  program  is  made  to  the 
physician  or  other  person  providing  the  services.  The  law  is  silent 
with  respect  to  reassignment  by  physicians  or  others  who  provide 
services  of  their  right  to  receive  payment  under  these  programs.  The 
Department  of  HEW  makes  such  reassigned  payments  under  medi- 
care without  specific  legislative  authority. 

Experience  with  this  practice  under  these  programs  shows  that  some 
physicians  and  other  persons  providing  services  reassign  their  rights 
to  other  organizations  or  groups  under  conditions  whereby  the  orga- 
nization or  group  submits  claims  and  receives  payment  in  its  own  name. 
Such  reassignments  have  been  a  source  of  incorrect  and  inflated  claims 
for  services  and  have  created  administrative  problems  with  respect 
to  determinations  of  reasonable  charges  and  recovery  of  overpayments. 
Fraudulent  operations  of  collection  agencies  have  been  identified  in 
medicaid.  Substantial  overpayments  to  many  such  organizations  have 
been  identified  in  the  medicare  program,  one  involving  over  a  million 
dollars. 

The  committee  agrees  with,  but  has  made  technical  changes  in,  the 
provision  in  the  House  bill  which  seeks  to  overcome  these  difficulties  by 
prohibiting  payment  for  a  service  where  the  request  for  payment  is 
made  pursuant  to  an  assignment  to  anyone  other  than  the  physician 
or  other  person  who  furnishes  the  service,  except  that  the  committee 
has  provided  that  payment  may  be  made,  under  conditions  to  be 
prescribed  by  the  Secretary,  to  the  employer  of  the  physician  or  other 
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person  if  he  is  required  as  a  condition  of  his  employment  to  turn  over 
his  fees  to  his  employer,  or  to  a  facility  which  is  the  sole  organization 
which  has  the  right  to  charge  for  the  service. 

The  committee's  bill  would  not  preclude  a  physician  or  other  person 
who  provided  the  services  and  accepted  an  assignment  from  having 
the  payment  mailed  to  anyone  or  any  organization  he  wishes,  but  the 
payment  Avould  be  to  him  in  his  name. 

This  provision  as  it  applies  to  medicare  would  be  effective  with 
respect  to  bills  submitted  and  requests  for  payment  made  on  or  after 
March  1,  1971.  For  medicaid  the  provision  would  be  effective  July  1, 
1971,  or  earlier  if  the  State  plan  so  provides. 

Utilization  Revieav  Requirements  for  Hospitals  and  Skilled 
Nursing  Homes  Under  Medicaid  and  Maternal  and  Child 
Health  Programs 

(Sec.  235  of  the  bill) 

Under  present  medicare  law,  each  hospital  and  extended  care 
facility  is  requiied  to  have  a  utilization  review  committee  to  review 
all  long-stay  cases  as  well  as  review,  on  a  sample  or  other  basis,  ad- 
missions, durations  of  stay  and  professional  services.  The  reasons  for 
requiring  hospitals  and  extended  care  facilities  to  have  utilization  re- 
view committees  for  medicare  cases  apply  with  equal  force  to  review 
of  medicaid  cases,  but  there  is  now  no  such  requirement  in  the  medic- 
aid law. 

The  Committee  on  Finance  approves  the  House  provision  which 
would  require  hospitals  and  skilled  nursing  homes  participating  in  the 
medicaid  or  maternal  and  child  health  program  to  have  cases  reviewed 
by  the  same  utilization  review  committee  already  reviewing  medicare 
cases  or,  if  one  does  not  exist,  by  a  committee  which  meets  the  stand- 
ards established  under  medicare.  It  is  not  intended  that  where  medic- 
aid requires  more  stringent  or  comprehensive  utilization  review  than 
does  medicare,  such  requirements  be  reduced  by  virtue  of  operation  of 
this  section.  States  could,  if  they  wish,  impose  more  stringent  require- 
ments; e.g.,  they  might  request  that  the  committee  review  medicaid 
patient  stays  earlier  than  medicare  cases  since  the  medicaid  population 
is  generally  younger  than  that  covered  under  medicare. 

This  provision  would  be  effective  July  1,  1971. 

Elimination  of  Requirement  That  Cost-Sharing  Charges 
Imposed  on  Individuals  Other  Than  Cash  Recipients  Under 
Medicaid  Be  Related  to  Their  Incomes 

(Sec.  236  of  the  bill) 

Under  present  law,  a  State  cannot  impose  deductibles  or 
other  cost-sharing  devices  on  cash  assistance  recipients.  In  addition, 
while  deductibles  or  copayments  can  be  imposed  with  respect  to  the 
medically  indigent,  they  must  be  "reasonably  related  to  the  recipient's 
income  and  resources." 

The  Committee  on  Finance  agrees  with  the  House  bill  which  would 
remove  the  restriction  relating  to  the  medically  indigent  in  order  to 
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allow  States  to  explore  the  cost  advantages  that  may  result  from  the 
direct  savings  and  possible  decrease  in  utilization  that  cost-sharing 
devices  of  a  specified  amount  for  all  the  medically  indigent  might 
create.  Even  a  small  charge  gives  the  recipient  a  sense  of  participation 
and  can  reduce  any  tendency  toward  excessive  use  of  services. 
Experience  with  many  programs  covering  prescription  drugs  has 
shown  that  a  modest  copayment  can  control  excessive  utilization.  The 
committee  believes  that  States  should  have  the  option  of  introducing 
copayment  provisions  for  the  purpose  of  reducing  the  overutilization 
of  services. 

It  would  be  expected  that  States  would  impose  flat  deductibles  or 
copayments  primarily  with  respect  to  these  items  of  health  care  or 
services  which  are  provided  in  large  part  at  the  initiative  of  the  patient. 
States  would  be  permitted  to  have  such  a  copayment  for  such  services 
for  all  of  its  medically  indigent. 

The  ban  on  use  of  deductibles  or  copayments  for  cash  assistance 
recipients  would  be  retained. 

This  provision  would  be  effective  January  1, 1971. 

Notification  of  Unnecessary  Admission  to  a  Hospital  or 
Extended  Care  Facility  Under  Medicare  Program 

(Sec.  237  of  the  bill) 

Under  present  law,  the  utilization  review  committee  required  to 
function  in  each  hospital  and  extended  care  facility  must  review  all 
long-stay  cases  and  at  least  a  sample  of  admissions.  When  in  the  re- 
view of  a  long-stay  case  the  utilization  review  committee  determines 
that  further  stay  in  the  institution  is  not  medically  necessary,  the  com- 
mittee is  required  to  notify  promptly  the  physician,  the  patient,  and 
the  institution  of  its  finding.  No  medicare  payment  is  made  for  any 
services  furnished  after  the  third  day  following  such  notification. 

The  committee  approves  the  provision  in  the  House  bill  which 
would  require  a  similar  notification,  and  a  similar  payment  cut-off 
after  3  days,  to  be  made  where  the  utilization  review  committee  in 
its  sample  or  other  review  of  admissions  finds  a  case  where  hospi- 
talization or  extended  care  is  no  longer  necessary  (or  never  was 
necessary).  Thus,  the  committee's  bill  would  remove  the  anomaly  of 
continuing  payment  in  a  case  where  the  utilization  review  committee 
determined  in  the  course  of  sample  or  other  review  that  admission  to 
the  institution  or  further  stay  was  not  necessary  and  would  make 
parallel  the  treatment  accorded  long-stay  cases  and  cases  reviewed 
on  a  sample  basis. 

This  provision  would  be  effective  with  respect  to  services  furnished 
after  the  second  month  following  enactment  of  the  bill. 

Use  of  State  Health  or  Other  Appropriate  Medical  Agency  To 
Perform  Certain  Functions  Under  Medicaid  and  Maternal  and 
Child  Health  Programs 

(Sec.  238  of  the  bill) 

Under  present  law,  one  State  agency  may  have  the  responsibility 
for  certifying  health  facilities  for  participation  in  the  medicare  pro- 
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gram  and  another  agency  for  certifying  health  facilities  for  partici- 
pation in  medicaid  and  maternal  and  child  health  programs.  The  com- 
mittee believes  that  this  duplication  of  effort  in  the  verification  of  and 
in  the  establishment  and  maintenance  of  health  standards  is  unneces- 
sary and  inefficient.  The  committee's  bill  would  require  the  State 
to  provide  that  the  same  agency  shall  perform  these  functions  for  med- 
icare, medicaid,  and  the  maternal  and  child  health  programs.  The 
House  bill  specified  "State  health  agency"  as  the  responsible  State 
body.  However,  in  some  States — such  as  Louisiana — another  agency 
performs  the  certification  function  for  medicare.  The  committee  has 
therefore  included  a  technical  amendment  to  authorize  use  of  the 
appropriate  State  medical  agency  rather  than  limiting  the  designation 
to  "State  health  agency." 

The  Committee  on  Finance  also  believes  that  the  effectiveness  and 
economy  of  the  medicaid  program  would  be  enhanced  through  de- 
velopment of  capability  in  each  State  to  perform  utilization  reviews, 
to  establish  standards  relating  to  the  quality  of  health  care  furnished 
to  medicaid  recipients,  and  to  revieAv  the  quality  of  the  services  pro- 
vided. Activities  such  as  these  would  provide  information  on  the 
under-  or  over-utilization  of  resources  and  the  quality  and  appropri- 
ateness of  care. 

To  encourage  the  development  of  the  capabilities  upon  which  these 
improvements  would  be  based,  the  committee  bill  provides  that  Fed- 
eral participation  in  medicaid  payments  be  contingent  upon  the  estab- 
lishment of  a  plan,  acceptable  to  the  Secretary,  for  utilization  review, 
the  establishment  of  standards  relating  to  the  quality  of  care  fur- 
nished to  medicaid  recipients,  and  review  of  the  quality  of  services 
provided.  Federal  matching  at  the  75-percent  rate  is  now  available  for 
the  costs  of  the  health  professionals  and  their  supporting  staff  found 
necessary  in  carrying  out  such  functions. 

This  provision  would  be  effective  July  1,  1971. 

Coverage  Prior  to  Application  for  Medicaid 
(Sec.  251  of  the  bill) 

Under  present  law  a  State  may,  at  its  own  option,  cover  the  cost  of 
health  care  provided  to  an  otherwise  qualified  recipient  for  the  three 
months  prior  to  his  application  for  medicaid.  Thirty-one  States  have 
elected  to  provide  this  coverage,  thereby  protecting  persons  who  are 
eligible  for  medicaid  but  do  not  apply  for  assistance  until  after  they 
have  received  care,  either  because  they  did  not  know  about  the  medic- 
aid eligibility  requirements  or  because  the  sudden  nature  of  their 
illness  prevented  their  applying. 

The  committee  agrees  with  the  Committee  on  Ways  and  Means  and 
believes  that  such  coverage  is  reasonable  and  desirable  and  recommends 
that  the  States  be  required  to  provide  protection  for  that  3-month 
period.  Therefore,  the  committee's  bill  requires  all  States  to  provide 
coverage  for  care  and  services  furnished  in  or  after  the  third  month 
prior  to  application  for  those  individuals  who  were  otherwise  eligible 
when  the  services  were  received. 

This  provision  would  be  effective  July  1,  1971. 
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Hospital  Admissions  for  Dental  Services  Under  the  Medicare 

Program 

(Sec,  252  of  the  bill) 

Under  present  medicare  procedures,  when  a  patient  is  hospitalized 
in  connection  with  the  performance  of  noncovered  dental  procedures, 
payment  may  be  made  for  inpatient  hospital  services  if  the  patient 
has  other  impairments  so  severe  that  hospitalization  is  necessary.  In 
some  cases,  intermediaries  require  that  a  physician  certify  to  the 
medical  necessity  of  dental  admissions,  since  hospitalization  is  or- 
dinarily not  necessary  for  the  provision  of  dental  services.  Where 
such  a  certification  is  required,  the  dentist  who  will  be  performing  the 
dental  procedures  must  arrange  for  a  physician  to  make  the  necessary 
certification. 

The  committee  approves  the  provision  in  the  House  bill  which 
would  authorize  the  dentist  who  is  caring  for  the  patient  to  make  the 
determination  of  the  necessity  for  inpatient  hospital  admission  for 
dental  services  without  requiring  a  corroborating  certification  by  a 
physician.  The  committee  believes  that  in  these  kinds  of  cases  the 
dentist  is  in  a  better  position  to  make  the  necessary  evaluation  of  the 
patient's  condition  and  probable  reaction  to  dental  surgery  than  is  a 
physician  who  may  not  be  familiar  either  with  the  patient  or  the  nature 
of  the  dental  procedures  to  be  performed. 

This  provision  would  be  effective  with  respect  to  admissions  occur- 
ring after  the  second  month  following  enactment  of  the  bill. 

Exemption  of  Christian  Science  Sanatoriums  From  Certain 
Nursing  Home  Requirements  Under  Medicaid 

(Sec.  253  of  the  bill) 

Under  present  law,  Christian  Science  sanatoriums  are  permitted  to 
participate  in  the  medicaid  program  as  skilled  nursing  homes,  and  as 
such,  are  required  to  meet  the  general  requirements  established  for 
skilled  nursing  homes. 

The  committee  agrees  with  the  House  that  Christian  Science 
sanatoriums  Avhich  do  not  actually  provide  medical  care,  should  not 
be  required  to  have  a  skilled  nursing  home  administrator  licensed  by 
the  State,  to  maintain  an  organized  nursing  service  under  the  direction 
of  a  registered  nurse,  to  maintain  detailed  medical  records,  or  to  have 
diagnostic  and  other  service  arrangements  with  general  hospitals.  The 
bill  would,  therefore,  exempt  Christian  Science  sanatoriums  from  the 
requirements  for  a  licensed  nursing  home  administrator  and  other  in- 
appropriate requirements  of  the  medicaid  program.  Such  sanatoriums 
will  be  expected  to  continue  to  meet  all  applicable  safety  standards. 

This  provision  would  be  effective  upon  enactment. 

Extension  of  Grace  Period  for  Termination  of  Supplementary 
Medical  Insurance  Coverage  Where  Failure  To  Pay  Pre- 
miums Is  Due  to  Good  Cause 

(Sec.  255  of  the  bill) 

Under  present  law,  an  individual's  coverage  under  the  supple- 
mentary medical  insurance  part  of  medicare  is  terminated  for  non- 
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payment  of  premiums.  The  termination  is  effective  on  a  date 
determined  under  regulations  which  may  be  established  so  as  to 
provide  a  grace  period  (not  in  excess  of  90  days)  during  which  overdue 
premiums  may  be  paid  and  coverage  continued. 

Several  types  of  cases  have  arisen  in  which  termination  of  an  indi- 
vidual's supplementary  medical  insurance  protection  for  failure  to 
pay  all  premiums  due  within  90  days  is  clearly  inequitable.  For  exam- 
ple, there  have  been  cases  where  for  reasons  of  physical  or  mental  in- 
capacity the  enrollee  was  unable  to  make  the  premium  payment  within 
the  allowed  time  limit  and  there  was  no  one  acting  on  his  behalf  to 
protect  his  interests.  In  other  cases,  coverage  has  been  terminated  be- 
cause the  enrollee  mistakenly  believed  that  payment  had  been  made 
when  actually  it  had  not. 

The  Committee  on  Finance  approves  the  provision  in  the  House  bill 
which  would  extend  the  90-day  grace  period  for  an  additional  90  days 
where  the  Secretary  finds  that  there  was  good  cause  for  failure  to  pay 
the  premium  before  the  expiration  of  the  initial  90-day  grace  period. 

This  provision  would  apply  to  such  cases  of  nonpayment  of  premi- 
ums due  within  the  90-day  period  preceding  the  date  of  enactment. 

Extension  of  Time  for  Filing  Claim  for  Supplementary  Medical 
Insurance  Benefits  Where  Delay  Is  Due  to  Administrative 
Error 

(Sec.  256  of  the  bill) 

Under  present  law,  a  claim  for  benefits  under  the  supplementary 
medical  insurance  program  must  be  filed  by  December  31  of  the  year 
following  the  year  in  which  the  services  were  provided.  (For  this 
purpose,  services  furnished  in  the  last  3  months  of  a  year  are  deemed 
to  have  been  furnished  in  the  following  year.)  The  present  time 
limit  is  adequate  for  the  vast  majority  of  supplementary  medical 
insurance  claims.  In  some  few  cases,  however,  beneficiaries  have 
failed  to  file  a  timely  claim  due  to  a  mistake  or  other  action  on  the 
part  of  the  Government  or  one  of  its  agents.  For  example,  misinfor- 
mation from  an  official  source  or  delay  in  establishing  supplementary 
medical  insurance  entitlement  has  resulted  in  late  filing  of  claims. 

The  committee  agrees  with  the  House  provision  which  would 
provide  that  where  a  claim  under  supplementary  medical  insurance 
is  not  filed  timely  due  to  error  of  the  Government  or  one  of  its  agents, 
the  claim  may  nevertheless  be  honored  if  filed  as  soon  as  possible  after 
the  facts  in  the  case  have  been  established.  This  provision  would  assure 
that  claimants  would  not  be  treated  inequitably  because  of  such  an 
error. 

This  amendment  would  apply  with  respect  to  bills  submitted  and 
requests  for  payment  made  after  March  1968. 

Waiver  of  Enrollment  Period  Requirements  Where  Indi- 
vidual's Rights  Were  Prejudiced  by  Administrative  Error 
or  Inaction 

(Sec.  257  of  the  bill) 

Under  present  law,  an  individual  can  enroll  in  the  supplementary 
medical  insurance  program  during  his  initial  7-month  enrollment 
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period,  beginning  with  the  third  month  before  the  month  he  attains  age 
65,  or  during  any  general  enrollment  period  (during  the  first  3  months 
of  each  year),  which  begins  within  3  years  after  the  end  of  his  initial 
enrollment  period.  (The  committee's  bill  includes  a  provision  which 
would  eliminate  the  3-year  limit  on  enrollment.  That  provision  is 
discussed  immediately  following  discussion  of  this  provision.) 

There  have  been  some  relatively  rare  cases  in  which  it  has  been  dis- 
covered that  due  to  an  action,  inaction,  or  error  on  the  part  of  the 
Government  an  individual  is  in  fact  enrolled,  or  is  in  fact  not  enrolled, 
under  supplementary  medical  insurance  when  both  the  individual  and 
the  Government  had  until  then  believed  that  the  reverse  was  true.  Such 
cases  include  instances  where  an  individual  filed  an  enrollment  request 
timely  2,  3,  or  more  years  ago,  but  it  was  inadvertently  misfiled,  and 
never  acted  upon.  When  the  request  is  discovered,  the  individual,  who 
did  not  know  he  had  supplementary  medical  insuiance  coverage  is  pre- 
sented with  a  substantial  bill  for  premiums ;  or  if  he  is  a  beneficiary,  he 
may  find  that  his  benefit  check  is  reduced  or  withheld  altogether  to  pay 
premiums  for  supplementary  medical  insurance  coverage  which  he 
never  knew  he  had.  Another  type  of  case  involves  the  person  who 
enrolled  in  good  faith  and  was  allowed  medical  insurance  on  the  basis 
of  evidence  showing  that  he  had  attained  age  65;  several  years  later 
new  evidence  is  discovered  which  shows  he  was  only  age  64  at  the  time 
of  enrollment — that  is,  new  evidence  shows  that  he  was  not  eligible  to 
enroll  when  he  did.  In  such  situations  the  Government  is  forced  to 
disallow  the  supplementary  medical  insurance  coverage,  refund  all 
premiums  received,  recover  any  supplementary  medical  insurance  ben- 
efits paid,  and  notify  the  person  that  if  he  wishes  supplementary  med- 
ical insurance  coverage  he  may  enroll  in  the  next  general  enrollment 
period.  Although  these  cases  are  rare,  they  can  cause  considerable 
hardship  and  distress  to  the  individuals  involved,  and  present  law 
permits  no  relief  to  be  given. 

The  committee  shares  the  belief  of  the  Committee  on  Ways  and 
Means  that  where  an  individual's  enrollment  rights  under  supple- 
mentary medical  insurance  has  been  prejudiced  because  of  the  action, 
inaction  or  error  on  the  part  of  the  Government,  he  should  not  be 
penalized  or  caused  hardship.  The  bill,  therefore,  authorizes  the  Sec- 
ret ary  to  provide  such  equitable  relief  as  may  be  necessary  to  correct 
or  eliminate  the  effects  of  these  situations,  including  (but  not  limited 
to)  the  establishment  of  a  special  initial  or  subsequent  enrollment 
period,  with  a  coverage  period  determined  on  the  basis  thereof  and 
with  appropriate  adjustments  of  premiums. 

This  provision  would  apply  to  all  cases  which  have  arisen  since  the 
beginning  of  the  program  but  it  is  not  contemplated  that  the  admin- 
istration be  required  to  conduct  an  extensive  search  for  cases  which 
arose  prior  to  enactment. 

Elimination  of  Provisions  Preventing  Enrollment  in  Supple- 
mentary Medical  Insurance  Program  More  Than  3  Years 
After  First  Opportunity 

(Sec.  258  of  the  bill) 

Under  present  law,  an  individual  can  enroll  for  the  first  time  in 
the  supplementary  medical  insurance  program  during  his  initial 
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7-month  enrollment  period,  beginning  with  the  third  month  before 
the  month  he  attains  age  65,  or  during  any  general  enrollment  period 
(during  the  first  3  months  of  each  year)  which  begins  within  3  years 
after  the  end  of  his  initial  enrollment  period.  A  person  whose  en- 
rollment has  terminated  may  not  enroll  for  the  second  time  in  sup- 
plementary medical  insurance  unless  he  does  so  in  a  general  enrollment 
period  which  begins  within  3  years  after  the  effective  date  of  such 
termination.  An  individual  may  reenroll  only  once. 

The  3-year  enrollment  limit  was  included  in  the  law  (as  are  other 
limitations  on  enrollment  in  the  supplementary  medical  insurance  pro- 
gram) in  the  interest  of  avoiding  antiselection  in  case  the  enrollment 
under  the  program  was  not  a  very  substantial  proportion  of  people 
eligible  to  enroll.  For  example,  substantial  numbers  of  people  who  are 
relatively  healthy  might  delay  enrollment  until  they  are  well  past  age 
65  and  have  become  sick,  at  which  point  they  would  enroll  and  receive 
substantial  benefits  without  having  paid  much  in  premiums.  However, 
since  there  is  now  a  95-percent  rate  of  participation  in  the  program  and 
since  the  vast  majority  of  enrollees  enroll  at  the  earliest  possible  time, 
there  would  seem  to  be  no  reason  to  retain  the  3-year  limit  on  enroll- 
ment. Further,  present  law  provides  that  premiums  for  late  enrollees 
are  increased  10  percent  for  each  full  12  months  elapsed  between  the 
time  they  could  have  enrolled  and  actually  do  enroll  and  this  provision 
would  be  retained.  Such  late-enrollment  charges  serve  to  prevent 
antiselection  and  to  meet  the  higher  costs  associated  with  those  who 
enroll  at  older  ages. 

The  committee  approves  the  provision  in  the  House  bill  which 
would  eliminate  the  3-year  limit  with  respect  to  both  initial  enrollment 
and  reenrollment  after  an  initial  termination.  Enrollment  periods 
would  remain  as  presently  defined  and  the  restriction  limiting  indi- 
viduals who  terminate  enrollment  to  reenroll  only  once  would  be 
retained. 

This  provision  would  apply  to  all  requests  for  enrollment  filed  after 
enactment  of  the  bill. 

Waiver  or  Recovery  of  Incorrect  Payments  From  Survivor  Who 

Is  Without  Fault 

(Ses.  259  of  the  bill) 

Under  present  law,  an  individual  to  whom  (or  on  behalf  of  whom) 
a  medicare  overpayment  is  made  is  subjected  to  recovery  action  with  re- 
spect to  such  overpayment,  except  that  the  recovery  action  may  be 
waived  if  the  individual  is  without  fault  and  if  recovery  would  de- 
feat the  purposes  of  the  cash  social  security  title  (title  II)  of  the 
Social  Security  Act  or  would  be  against  equity  and  good  conscience.  If 
such  individual  dies,  recovery  action  is  initiated  as  necessary  from  any 
other  individual  who  is  receiving  cash  social  security  benefits  on  the 
same  earnings  record  as  the  decreased  overpaid  beneficiary.  In  the  lat- 
ter situation,  however,  waiver  of  recovery  action  is  not  permitted  even 
though  the  surviving  beneficiary — a  widow,  for  example — is  without 
fault  with  respect  to  the  overpayment. 

The  Social  Security  Amendments  of  1967  included  a  provision  which 
permitted  recovery  to  be  waived  in  the  case  of  cash  benefits  if  the  indi- 
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vidual  from  whom  recovery  is  being  considered  is  without  fault,  even 
though  the  overpaid  individual  was  at  fault.  However,  the  comparable 
change  with  respect  to  medicare  overpayments  was  not  made.  As  a 
result,  there  are  situations  in  which,  for  example,  an  overpayment 
made  to  a  deceased  beneficiary  is  the  responsibility  of  his  widow  even 
though  she  was  without  fault  in  causing  the  overpayment,  whereas  if 
the  overpayment  had  been  made  to  or  on  behalf  of  the  widow  herself, 
the  waiver  provision  would  apply  if  she  were  not  at  fault. 

The  committee's  bill  would  rectify  this  anomaly  by  permitting  any 
individual  who  is  liable  for  repayment  of  a  medicare  overpayment  to 
qualify  for  waiver  of  recovery  of  the  overpaid  amount  if  he  is  without 
fault  and  if  such  recovery  would  defeat  the  purposes  of  title  II  or 
would  be  against  equity  and  good  conscience. 

The  provision  would  be  effective  upon  enactment  for  overpayments 
outstanding  at  that  time. 

Requirement  of  Minimum  Amount  of  Claim  To  Establish  En- 
titlement to  Hearing  Under  Supplementary  Medical  Insur- 
ance Program 

(Sec.  260  of  the  bill) 

Under  present  law,  people  enrolled  in  the  supplementary  medical 
insurance  program  are  assured  an  opportunity  for  a  fair  hearing  by 
the  carrier  when  requests  for  payment  under  supplementary  medical 
insurance  are  denied  or  are  not  acted  upon  with  reasonable  prompt- 
ness, or  when  the  amount  of  the  payment  is  in  controversy,  regardless 
of  the  dollar  amount  at  issue.  Experience  under  the  program  indicates 
that  the  holding  of  a  full  fair  hearing  is  unwarranted  in  cases  where 
the  amount  in  controversy  is  relatively  small.  Carriers  have  reported 
cases  involving  $5  and  $10  claims  for  which  the  cost  of  holding  a  fair 
hearing  has  exceeded  $100.  Approximately  45  percent  of  the  hearings 
held  since  the  beginning  of  the  program  have  involved  an  amount 
less  than  $100.  Further,  regulations  require  carriers  to  have  a  recon- 
sideration review  of  all  denied  claims.  Such  review  involves  different 
claims  personnel  than  those  who  acted  on  the  original  claim  and 
should  be  sufficient  protection  in  small  claims  cases. 

The  committee's  bill  would  require  that  a  minimum  amount  of  $100 
be  at  issue  before  an  enroHee  in  the  supplementary  medical  insurance 
program  wijl  be  granted  a  fair  hearing  by  the  carrier. 

The  provision  wouM  be  effective  with  respect  to  hearings  requested 
after  the  enactment  of  the  bill. 

Collection  of  Supplementary  Medical  Insurance  Premiums 
From  Individuals  Entitled  to  Both  Social  Security  and 
Railroad  Retirement  Benefits 

(Sec.  261  of  the  bill) 

Under  present  law,  the  responsibility  for  collecting  supplementary 
medical  insurance  premiums  for  enroilees  entitled  to  both  railroad 
retirement  benefits  and  social  security  benefits  is  vested  in  either  the 
Social  Security  Administration  or  the  Railroad  Retirement  Board, 
depending  upon  the  circumstances  of  entitlement  at  the  time  of  enroll- 
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ment.  This  arrangement  requires  an  administrative  procedure  under 
which  persons  so  entitled  can  enroll  in  the  supplementary  medical 
insurance  program  with  either  agency.  The  result  has  been  that  some 
individuals  (because  all  the  facts  are  not  made  known  at  the  time  of 
enrollment)  are  enrolled  twice  and  have  two  different  identifying 
numbers;  others  are  enrolled  by  the  Social  Security  Administration 
and  not  enrolled  by  the  Railroad  Retirement  Board,  or  vice  versa,  and 
thus  may  have  two  medicare  cards — one  showing  entitlement  to  bene- 
fits under  part  A  only  and  the  other  showing  entitlement  to  benefits 
under  both  parts  A  and  B.  Such  discrepancies,  even  though  ultimately 
corrected,  are  a  source  of  confusion  to  beneficiaries  and  a  cause  of 
unnecessary  administrative  expense. 

Also,  the  processing  of  medical  insurance  claims  is  established  so  as 
to  require  that  all  claims  submitted  by  or  on  behalf  of  railroad  bene- 
ficiaries be  handled  by  a  single  carrier,  presently  the  Travelers  Insur- 
ance Company.  Because  the  account  numbers  assigned  to  railroad 
beneficiaries  who  enroll  with  the  Social  Security  Administration  are 
not  identified  as  applying  to  railroad  beneficiaries  (because  the  bene- 
ficiary does  not  make  this  known),  many  railroad  beneficiary  claims 
are  submitted  to  other  carriers  and  require  rerouting  to  Travelers  In- 
surance Company.  This  is  expensive  and  a  cause  of  delay  in  making 
payments. 

The  committee  agrees  with  the  provision  in  the  House  bill  which 
provides  that  the  Railroad  Retirement  Board  shall  be  responsible 
for  collection  of  supplementary  medical  insurance  premiums  for  all 
enrollees  who  are  entitled  under  that  program.  This  change  will  elimi- 
nate the  confusion,  payment  delay,  and  administrative  expense 
deriving  from  the  related  provisions  of  present  law. 

This  provision  would  be  effective  for  premiums  becoming  due  and 
payable  after  June  30,  1971. 

2.  PROVISIONS  OF  THE  HOUSE  BILL  WHICH  WERE  SUBSTANTIALLY 
MODIFIED  BY  THE  COMMITTEE 

Limitation  on  Federal  Participation  for  Capital  Expenditures 

(Sec.  221  of  the  bill) 

Under  title  XVIII  depreciation  on  buildings  and  equipment,  and 
interest  on  loans  used  to  acquire  them,  are  reimbursable  as  part  of  the 
cost  of  providing  services  to  medicare  beneficiaries.  Such  reimburse- 
ment is  paid  without  regard  to  whether  the  items  were  constructed  or 
purchased  in  conformity  with  any  type  of  health  facility  planning  re- 
quirement. Similarly,  reimbursement  on  a  cost  basis  for  inpatient 
hospital  services  provided  under  titles  V  (maternal  and  child  health) 
and  XIX  (medicaid)  of  the  Social  Security  Act  includes  a  recognition 
of  certain  capital  costs  without  regard  to  conformance  to  planning 
requirements. 

There  are  few  aspects  of  the  health  care  system  in  the  United  States 
which  have  been  so  thoroughly  explored  as  the  need  for  comprehensive 
areawide  planning  for  the  development  and  utilization  of  all  types  of 
health  care  facilities.  But  the  acceptance  of  the  purposes  of  State  and 
areawide  health  facility  planning  has  not  always  been  matched  by  pur- 
poseful application  of  the  incentives  required  to  achieve  the  end  result 
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of  such  planning.  Thus,  while  a  significant  amount  of  Federal  money 
is  currently  being  expended  under  the  comprehensive  health  planning 
provisions  of  the  Public  Health  Service  Act  in  the  interest  of  further- 
ing health  facility  planning  at  the  State  and  local  levels,  Federal  funds 
are  being  expended  for  health  services  provided  under  medicare,  medic- 
aid, and  the  maternal  and  child  health  programs  without  regard  to 
whether  the  facilities  providing  the  services  are  cooperating  in  such 
health  facility  planning.  The  committee  believes  that  the  connection 
between  sound  health  facility  planning  and  the  prudent  use  of  capital 
funds  must  be  recognized  if  any  significant  gains  in  controlling  health 
costs  are  to  be  made.  Thus,  the  committee  believes  it  is  necessary  to 
assure  that  medicare,  medicaid,  and  the  maternal  and  child  health 
programs  are  consistent  with  State  and  local  health  facility  planning 
efforts,  in  order  to  avoid  paying  higher  costs  unnecessarily  in  the  future 
where  these  costs  result  from  duplication  or  irrational  growth  of  health 
care  facilities. 

At  present,  efforts  are  being  made  on  the  Federal,  State,  and  local 
levels  to  assure  that  the  need  for  the  expansion  and  modernization  of 
health  facilities  is  evaluated,  coordinated,  and  planned  on  a  rational 
and  controlled  basis.  At  the  Federal  level,  comprehensive  health  plan- 
ning legislation  provides  for  Federal  grants  for  the  establishment  and 
funding  of  areawide  and  comprehensive  State  health  care  planning 
agencies.  Currently,  all  50  States,  the  District  of  Columbia,  and  five 
territories  have  State  comprehensive  health  care  planning  agencies. 
On  the  areawide  level,  127  planning  agencies  are  receiving  Federal 
grants:  36  of  such  agencies  are  operational.  It  is  estimated  that  140 
areawide  planning  agencies  will  be  receiving  grants  by  the  end  of 
fiscal  1971  and  that  more  than  70  of  such  agencies  will  be  operational. 

To  avoid  the  use  of  Federal  funds  to  support  unjustified  capital 
expenditures  and  to  support  health  facility  and  health  services  plan- 
ning activities  in  the  various  States,  the  Committee  on  Finance  ap- 
proves, with  changes  concerning  the  inclusion  of  health  maintenance 
organizations  and  appeals  procedures,  the  House  provision  which 
would  authorize  the  Secretary  of  Health,  Education,  and  Welfare 
to  withhold  or  reduce  reimbursement  amounts  to  providers  of  serv- 
ices under  title  XVIII  and  health  maintenance  organizations  for  depre- 
ciation, interest,  and,  in  the  case  of  proprietary  providers,  a  return  on 
equity  capital,  related  to  certain  capital  expenditures  that  are  deter- 
mined to  be  inconsistent  with  State  or  local  health  facility  plans. 
(Similar  authority  would  be  provided  with  respect  to  the  Federal  share 
of  payment  for  inpatient  hospital  care  under  titles  V  and  XIX.)  Capital 
expenditures  for  the  purposes  of  this  provision  include  expenditures 
(1)  for  plant  and  equipment  in  excess  of  $100,000;  (2)  which  change 
the  bed  capacity  of  the  institution;  or  (3)  which  substantially  change 
the  services  provided  by  the  institution.  The  Secretary  would  take 
such  action  on  the  basis  of  findings  and  recommendations  submitted 
to  him  by  various  qualified  planning  agencies.  If  he  determines, 
however,  after  consultation  with  an  appropriate  national  advisory 
council,  that  a  disallowance  of  capital  expenses  would  be  inconsistent 
with  effective  organization  and  delivery  of  health  services  or  effective 
administration  of  titles  V,  XVIII,  or  XIX,  he  would  be  authorized  to 
allow  such  expenses. 
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The  Secretary  would  be  authorized  to  enter  into  agreements  with 
the  States  under  which  designated  planning  agencies  would  submit 
their  findings  and  recommendations  (along  with  those  of  other  qual- 
fied  planning  agencies)  with  respect  to  proposed  capital  expendi- 
tures that  are  inconsistent  with  the  plans  developed  by  such  agencies. 
(All  such  health  facility  and  health  services  planning  agencies  must 
have  governing  bodies  or  advisory  bodies  at  least  half  of  whose  mem- 
bers represent  consumer  interests.)  The  committee  has  modified  the 
House  provision  so  that  an  adverse  decision  by  a  State  planning 
agency  may  be  appealed  to  an  appropriate  agency  or  individual  at 
the  State  level.  The  Secretary  would  be  authorized  to  pay  from  the 
Federal  Hospital  Insurance  Trust  Fund  the  reasonable  costs  incurred 
by  the  planning  agencies  in  preparing  and  forwarding  findings  and 
recommendations.  The  bill  would  in  no  way  change  the  autonomy  or 
authority  of  existing  State  or  local  planning  agencies,  or  the  relation- 
ships between  such  agencies,  either  within  States  or  across  State  lines. 

It  is  not  intended  that  any  new  planning  agencies  be  established 
where  existing  State  and  local  agencies  are  available  and  capable  of 
assuming  necessary  responsibility.  The  statewide  agency  may  make 
use  of  local  agencies  to  assist  it.  Existing  local  planning  agencies 
should  be  utilized,  however,  only  to  the  extent  that  they  are  broadly 
representative  of  health  care  interests  in  the  community.  The  Secre- 
tary should  assure  himself  that  a  local  planning  agency  selected  to 
make  such  recommendations  to  the  statewide  agency  is  broadly  rep- 
resentative of  the  interests  of  various  types  of  health  care  and  services 
and  that  no  single  type  of  facility  or  service  would  control  the  plan- 
ning and  approval  mechanism.  Additionally,  such  local  agencies  should 
employ  or  regularly  utilize  the  services  of  personnel  knowledgeable 
in  health  care  planning.  It  is  expected  that  decisions  to  approve  cap- 
ital expenditures  would  be  made  only  after  thorough  consideration 
has  been  given  to  alternative  health  care  resources  already  available 
in  the  area  or  approved  in  a  given  community  or  medical  service  area, 
including  outpatient  and  other  alternative  sources  of  care  which  may 
lead  to  reduced  needs  for  inpatient  beds.  The  statewide  agency  with 
overall  responsibility  should,  wherever  possible,  be  the  Comprehensive 
Health  Planning  Agency. 

These  limitations  would  be  effective  with  respect  to  obligations  for 
capital  expenditures  incurred  after  June  30,  1971,  or  earlier,  if  re- 
quested by  the  State. 

Report  on  Plan  for  Prospective  Reimbursement;  Experiments 
and  Demonstration  Projects  To  Develop  Incentives  for 
Economy  in  the  Provision  of  Health  Services 

(Sec.  222  of  the  bill) 

Under  present  law,  institutional  providers  furnishing  covered 
services  to  medicare  beneficiaries  are  paid  on  the  basis  of  the  rea- 
sonable cost  of  such  services.  Payment  on  this  basis,  with  retro- 
active corrective  adjustments,  is  consistent  with  the  long  history  of 
ublic  and  private  third  party  agency  reimbursement  for  institutional 
ealth  care  on  a  cost  basis.  However,  as  experience  under  the  medicare, 
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medicaid,  maternal  and  child  health,  and  other  third  party  programs 
has  clearly  demonstrated  there  is  little  incentive  in  cost  reimbursement 
as  presently  emplo}~ed  to  contain  costs  or  to  produce  the  services  in 
the  most  efficient  and  effective  manner. 

The  committee  believes  that  payment  determined  on  a  prospective 
basis  offers  the  promise  of  encouraging  institutional  policymakers  and 
managers,  through  positive  financial  incentives,  as  well  as  the  risk 
of  possible  loss  inherent  in  that  method,  to  plan,  innovate  and  gen- 
erally to  manage  effectively  in  order  to  achieve  greater  financial  reward 
for  the  provider  as  well  as  a  lower  total  cost  to  the  programs  involved. 
Prospective  reimbursement  differs  from  the  present  method  of  reim- 
bursement in  that  a  rate  of  payment  is  set  in  advance  of  the  period 
over  which  the  rate  is  to  apply.  The  theory  is  that  once  the  rate  is  set  a 
provider  will  institute  cost  saving  measures  which  will  maximize  the 
difference  between  its  actual  costs  and  the  higher  prospective  rate. 
This  difference  could  be  expressed  as  the  "profit."  Of  course,  if  the 
provider's  costs  turned  out  to  be  higher  than  the  prospective  rate, 
there  would  be  a  loss.  Theoretically,  this  approach  to  reimbursement 
introduces  incentives  not  present  under  the  existing  reimbursement 
method  which,  since  it  tends  to  pay  whatever  the  costs  turn  out  to  be, 
provides  no  incentives  for  efficiency. 

However,  the  committee  is  well  aware  that  in  considering  such  a 
fundamental  change  in  the  present  reimbursement  method,  possible 
disadvantages  as  well  as  the  potential  advantages  must  be  taken  into 
account.  While  it  is  clear,  for  example,  that  prospective  rate  setting 
will  provide  incentives  for  health  care  institutions  to  keep  costs  at  a 
level  no  higher  than  the  rates  set,  it  is  not  clear  that  the  rates  set  would 
result  in  government  reimbursement  at  levels  lower  than,  or  even  as 
low  as,  that  which  would  result  under  the  present  retroactive  cost  find- 
ing approach.  Providers  could  be  expected  to  press  for  a  rate  that 
would  cover  all  the  costs,  including  research  costs  and  bad  debts,  as 
well  as  margins  of  safety  in  the  prospective  rates  that  might  result  in 
reimbursement — if  their  requests  were  met — in  excess  of  the  costs  that 
would  have  been  reimbursed  under  the  present  approach.  Moreover, 
any  excess  of  reimbursement  over  costs  to  voluntary  providers  would 
probably  be  used  to  expand  services,  and  the  new  level  of  expenditures 
might  be  reflected  in  setting  higher  prospective  rates  for  future  years. 

Also  to  be  considered  is  the  fact  that  under  prospective  reimburse- 
ment it  will  be  necessary  to  take  steps  to  assure  that  providers  do  not 
cut  back  on  services  necessary  to  quality  care  in  order  to  keep  actual 
costs  down  and  thus  increase  the  difference  between  costs  and  the  pro- 
spective rate  established.  The  development  of  adequate  and  widely- 
agreed-upon  measures  of  quality  of  care  will  clearly  be  needed  to 
provide  that  assurance  and  should  be  immediately  developed  by  the 
Department. 

In  view  of  the  far-ranging  implications  of  such  a  change  in  the 
approach  to  reimbursement,  the  Committee  on  Finance  agrees  with 
the  House  bill  which  provides  for  a  period  of  experimentation  under 
titles  XVIII,  XIX  and  V  with  various  alternative  methods  and 
techniques  of  prospective  reimbursement.  It  is  the  intent  of  the  com- 
mittee that  experimentation  be  conducted  with  a  view  to  developing 
and  evaluating  methods  and  techniques  that  will  stimulate  providers 
through  positive  financial  incentives  to  use  their  facilities  and  personnel 
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more  efficiently,  thereby  reducing  their  own  as  well  as  program  costs 
while  maintaining  or  enhancing  the  quality  of  the  health  care  provided. 

The  experiments  and  demonstration  projects  directed  to  be  carried 
out  under  this  provision  are  to  be  of  sufficient  scope  and  on  a  wide 
enough  scale  to  give  assurance  that  the  results  would  obtain  generally 
(but  not  so  large  or  comprehensive  as  to  commit  the  programs  to 
any  prospective  payment  system  either  locally  or  nationally).  No 
experiment  or  demonstration  project  is  to  be  undertaken  by  the 
Secretary  until  he  consults  with  and  takes  into  consideration  the  advice 
and  recommendations  of  recognized  specialists  in  the  health  care  field 
who  are  qualified  and  competent  to  evaluate  the  feasibility  of  any  given 
experiment  or  demonstration  project. 

Under  the  committee's  bill,  the  Secretary  would  be  required  to  sub- 
mit to  the  Congress  no  later  than  Jauuary  1,  1973,  a  full  report  of  the 
results  of  the  experiments  and  demonstration  projects,  as  well  as  an 
evaluation  of  the  experience  of  other  programs  with  respect  to  prospec- 
tive reimbursement.  The  report  is  to  include  detailed  recommendations 
with  respect  to  the  specific  methods  that  might  be  used  in  the  full 
implementation  of  a  prospective  reimbursement  system. 

Although  recognizing  the  promise  and  potential  offered  by  prospec- 
tive reimbursement  the  committee  does  not  wish  to  preclude  experi- 
mentation with  other  forms  of  reimbursement.  The  committee  believes 
that  a  solid  foundation  of  experience  is  required  with  all  possible 
alternative  forms  of  reimbursement  before  permanent  changes  can 
be  made.  The  bill  therefore  includes  authorization  for  the  Secretary 
of  Health,  Education,  and  Welfare  to  engage  in  experiments  and 
demonstration  projects  involving  negotiated  rates,  the  use  of  rates 
established  by  a  State  for  administration  of  one  or  more  of  its  laws 
for  payment  or  reimbursement  to  health  facilities  located  in  such 
State,  and  alternative  methods  of  reimbursement  with  respect  to  the 
services  of  residents,  interns,  and  supervisory  physicians  in  teaching 
settings.  Authority  is  also  provided  to  make  payments,  on  an  ex- 
perimental or  demonstration  project  basis,  to  organizations  and  in- 
stitutions for  services  which  are  not  currently  covered  under  titles  V, 
XVIII,  XIX,  and  which  are  incidental  to  services  covered  under  the 
programs,  if  the  inclusion  of  the  additional  services  would  offer  the 
promise  of  program  savings  without  any  loss  in  the  quality  of  care. 

The  committee  has  modified  the  House  provision  so  as  to  make 
clear  that  this  authority  with  respect  to  experiments  and  demonstra- 
tions also  encompass  community  mental  health  centers  and,  as  dis- 
cussed below,  certain  ambulatory  health  care  facilities. 

It  is  intended  that  benefit  costs  and  administrative  costs  incurred 
under  this  section  would  be  paid  out  of  the  Federal  Hospital  Insurance 
Trust  Fund  and  the  Federal  Supplementary  Medical  Insurance  Trust 
Fund  in  reasonable  proportion  to  the  participation  of  medicare  in  the 
project.  Medicaid  and  private  funds  would  also  be  used  proportion- 
ately when  medicaid  and  private  programs  participate  in  the  project. 

The  Secretary  is  to  submit  to  the  Committee  on  Ways  and  Means 
and  the  Committee  on  Finance  plans  for  each  experiment  or  project, 
authorized  under  these  provisions,  a  description,  in  detail,  of  its 
nature,  methodology,  and  objectives.  The  intent  is  that  there  be  an 
opportunity  for  congressional  study  before  the  experiment  or  project 
is  put  into  operation. 
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Recently,  a  new  type  of  health  care  facility— the  ambulatory  surgi- 
cal center— has  come  into  existence.  This  type  of  facility  is  operated 
independently  of  a  hospital  and  is  primarily  engaged  in  performing 
on  an  outpatient  basis  surgical  procedures  which  usually  involve 
the  use  of  general  anesthesia. 

Under  the  medicare  law,  reimbursement  for  services  provided  in 
ambulatory  surgical  centers  is  limited  to  the  reasonable  charges  for 
physicians'  services.  No  reimbursement  is  made  for  costs  attached 
to  the  facility  itself— that  is,  cost  of  the  operating  room,  the  re- 
covery room,  or  other  space  provided.  The  committee  believes  that 
such  facilities  may  meet  a  useful  need,  in  economical  fashion,  in  the 
health  care  delivery  system.  However,  the  committee  believes  that  it 
is  advisable  to  defer  consideration  of  this  type  of  facility  as  provider 
of  services  under  medicare  until  the  concept  of  an  ambulatory  surgi- 
cal center  can  be  further  evaluated.  At  present  there  is  a  lack  of  agree- 
ment among  professional  people  as  to  the  feasibility  and  desirability 
of  these  centers. 

The  committee  added  to  the  House  bill  a  provision  which  would 
authorize  the  Secretary  to  conduct  a  study  of  the  various  types  of  fa- 
cilities engaged  in  providing  surgical  or  other  services  to  ambulatory 
patients.  If,  as  a  result  of  this  study,  the  Secretary  finds  that  coverage 
of  presently  noncovered  services  provided  by  one  or  more  types  of 
ambulatory  surgical  or  health  care  centers  offer  promise  of  im- 
proved care  or  more  efficient  delivery  of  care  and  would  not  result  in 
cost  to  the  program  in  excess  of  what  would  otherwise  be  incurred  for 
such  services,  he  would  be  authorized  to  enter  into  an  arrangement 
with  one  or  more  of  such  facilities  to  conduct  a  demonstration  project 
to  determine  the  best  method  of  reimbursing  such  facilities  under 
medicare. 

These  provisions  will  be  effective  upon  enactment  of  the  bill. 

Limitations  on  Coverage  of  Costs  Under  the  Medicare  Program 

(Sec.  223  of  the  bill) 

The  committee  is  mindful  of  the  fact  that  costs  can  and  do  vary 
from  one  institution  to  another  as  a  result  of  differences  in  size,  in  the 
nature  and  scope  of  services  provided,  type  of  patient  treated,  the 
location  of  the  institution  and  various  other  factors  affecting  the  effi- 
cient delivery  of  needed  health  services.  The  committee  is  also  aware, 
however,  that  costs  can  vary  from  one  institution  to  another  as  a  result 
of  variations  in  efficiency  of  operation,  or  the  provision  of  amenities  in 
plush  surroundings.  The  committee  believes  that  it  is  undesirable 
from  the  standpoint  of  those  who  support  Government  mechanisms 
for  financing  health  care  to  reimburse  health  care  institutions  for 
costs  that  flow  from  gross  inefficiency  in  operation  or  conditions  of 
excessive  service. 

To  the  extent  that  differences  in  provider  costs  can  be  expected  to 
result  from  such  factors  as  the  size  of  the  institution,  patient  mix, 
scope  of  services  offered  or  other  economic  factors,  wide,  but  not  un- 
limited recognition  should  be  given  to  the  variations  in  costs  accepted 
as  reasonable.  However,  data  frequently  reveals  wide  variations  in 
costs  among  institutions  that  can  only  be  attributable  to  those 
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elements  of  cost  that  would  ordinarily  not  be  expected  to  varv 
substantially  from  one  institution  to  another. 

In  commenting  on  the  wide  variations  in  per  diem  direct  expenses 
for  hospitals  in  New  York  City,  J.  Douglas  Colman,  president  of  the 
Associated  Hospital  Service  of  New  York,  noted  in  a  paper  prepared 
in  connection  with  the  National  Conference  on  Medical  Costs  held  on 
June  27-28,  1967;  that: 

Some  of  the  variations  can  be  explained  by  varying  charac- 
teristics of  the  patient  census,  by  location,  by  scope  of  serv- 
ices offered,  or  by  variations  in  the  efficiency  of  physical 
plant.  But  none  of  these,  nor  any  combination  of  them, 
satisfactorily  account  for  the  range  of  variation  shown.  For 
example,  the  range  for  voluntary  teaching  hospitals  in  New 
York  City  alone  is  from  38  percent  above  to  20  percent  below 
the  median  per  diem  cost  for  this  group  of  hospitals.  One 
must  conclude  that  at  least  a  part  of  this  variation  reflects 
variations  in  efficiency. 

The  data  being  cited  by  Mr.  Colman  indicated  that  direct  costs  of 
"hotel"  services  (food  and  room  costs)  in  hospitals  in  New  York  City 
varied  from  $17  to  $32  per  patient  day  with  a  median  of  $23,  but  three 
hospitals  were  at  the  level  of  $30  or  more,  more  than  25  percent  above 
the  median.  Nursing  service  costs  varied  from  $11  to  $20  per  patient 
day  with  a  median  of  $12  and  the  hospital  with  the  highest  nursing 
costs  had  nursing  costs  almost  $3  per  day  above  the  hospital  with  the 
next  highest  nursing  costs. 

Where  the  high  costs  do  in  fact  flow  from  the  provision  of  services 
in  excess  of  or  more  expensive  than  generally  considered  necessary  to 
the  efficient  provision  of  appropriate  patient  care,  patients  may  never- 
theless desire  such  services.  It  is  not  the  committee's  view  that  if  pa- 
tients desire  unusually  expensive  service  they  should  be  denied  the 
service.  However,  it  is  unreasonable  for  medicare  or  medicaid  (which 
are  financed  by  almost  all  people  in  the  country  rather  than  the  patient 
or  community  that  wants  the  expensive  services)  to  pay  for  it. 

Similarly,  when  the  high  costs  flow  from  gross  inefficiency  in  the  de- 
livery of  needed  health  care  services  the  institution  should  not  be 
shielded  from  the  economic  consequences  of  its  inefficiency.  (The  com- 
mittee modified  the  House  provision  so  as  to  apply  a  test  of  "gross" 
inefficiency  rather  than  inefficiency.)  Health  care  institutions,  like 
other  entities  in  our  economy,  should  be  encouraged  to  perform 
efficiently,  and  when  they  fail  to  do  so  should  expect  to  suffer  the 
financial  consequences.  Unfortunately,  a  reimbursement  mechanism 
that  responds  to  whatever  costs  a  particular  institution  incurs  presents 
obstacles  to  the  achievement  of  these  objectives.  It  is  believed  that  they 
can  only  be  accomplished  by  reimbursement  mechanisms  that  limit 
reimbursement  to  the  costs  that  would  be  incurred  by  a  reasonably 
prudent  and  cost-conscious  management. 

Present  law  provides  authority  to  disallow  incurred  costs  that  are 
not  reasonable.  However,  there  are  a  number  of  problems  that  inhibit 
effective  exercise  of  this  authority.  The  disallowance  of  costs  that  are 
substantially  out  of  line  with  those  of  comparable  providers  after  such 
costs  have  been  incurred  creates  financial  uncertainty  for  the  provider, 
since,  as  the  system  now  operates,  the  provider  has  no  way  of  knowing 
until  sometime  after  it  incurs  expenses  whether  or  not  they  will  be  in 
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line  with  expenses  incurred  by  comparable  providers  in  the  same 
period.  Furthermore,  present  law  generally  limits  exercise  of  the  author- 
ity to  disallow  costs  to  instances  that  can  be  specifically  proved  on  a 
case-by-case  basis.  Clear  demonstration  of  the  specific  reason  that  a 
cost  is  high  is  generally  very  difficult.  And,  since  a  provider  cannot 
charge  a  beneficiary  more  than  the  program's  deductible  and  coinsur- 
ance amounts  for  covered  services,  exercise  of  either  type  of  authority 
can  leave  the  provider  without  reimbursement  for  some  costs  of  items 
or  services  it  has  already  incurred  for  patients  treated  some  time  ago. 
Under  these  circumstances  the  provider  would  have  to  obtain  funds 
from  some  other  source  to  make  up  for  its  deficit. 

The  committee  approves  the  House  provision  which  would  give 
the  Secretary  new  authority  to  set  limits  on  costs  recognized  for 
certain  classes  of  providers  in  various  service  areas.  This  new  au- 
thority differs  from  existing  authority  in  several  ways  and  meets  the 
particular  problems  identified  above.  First,  it  would  be  exercised  on 
a  prospective,  rather  than  retrospective,  basis  so  that  the  provider 
would  know  in  advance  the  limits  to  Government  recognition  of  in- 
curred costs  and  have  the  opportunity  to  act  to  avoid  having  costs 
that  are  not  reimbursable.  Second,  the  evaluation  of  the  costs  neces- 
sary in  delivering  covered  services  to  beneficiaries  would  be  exercised 
on  a  class  and  a  presumptive  basis — relatively  high  costs  that  cannot 
be  justified  by  the  provider  as  reasonable  for  the  results  obtained 
would  not  be  reimbursable — so  that  implementation  of  the  proposed 
authority  would  appear  more  feasible  than  present  authority.  Third, 
since  the  limits  would  be  defined  in  advance,  provision  would  be  made 
for  a  provider  to  charge  the  beneficiary  for  the  costs  of  items  or 
services  in  excess  of  or  more  expensive  than  those  that  are  determined 
to  be  necessary  in  the  efficient  delivery  of  needed  health  services. 
Public  notice  would  be  provided  where  such  charges  are  imposed  by 
the  institution  and  the  beneficiary  would  be  specifically  advised  of  the 
nature  and  amount  of  such  charges  prior  to  admission  so  that  there 
is  opportunity  for  the  public,  doctors,  and  their  medicare  patients  to 
know  what  additional  payment  would  have  to  be  made. 

The  committee  is  aware  of  the  magnitude  of  the  task  this  proposal 
will  impose  on  the  Social  Security  Administration  and  on  the  other 
components  of  the  Department  of  Health,  Education,  and  Welfare  that 
will  be  involved  in  implementing  the  authority  it  grants.  Difficulties 
may  be  encountered  as  a  result  of  deficiencies  in  the  adequacy  and 
timeliness  of  cost  data  and  as  a  result  of  limitations  in  current  meth- 
odology for  comparing  costs  of  health  care  institutions,  measuring 
health  care  output  and  estimating  the  costs  necessary  to  the  efficient 
delivery  of  health  care.  On  the  other  hand,  the  committee  does  not 
believe  that  the  Congress  should  delay  in  enacting  provisions  con- 
trolling escalation  of  hospital  and  other  health  care  costs  until  perfect 
methods  of  collecting  and  evaluating  cost  data  are  attained.  What  is 
intended  by  the  committee's  proposal  is  that  limits  on  recognition  of 
costs  as  reasonable  under  medicare,  medicaid,  and  the  child  health 
programs  be  put  into  effect  to  the  extent  presently  feasible  and  that 
these  limits  be  refined  and  extended  over  time  as  developing  cost  data 
and  methodology  permits. 

The  committee  recognizes  that  the  initial  ceilings  imposed  will  of 
necessity  be  imprecise  in  defining  the  actual  cost  of  efficiently  deliver- 
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ing  needed  health  care.  Further,  the  committee  recognizes  that  these 
provisions  will  apply  to  a  relatively  small  number  of  institutions. 
The  data  that  is  available  for  this  purpose  will  often  be  less  than 
perfectly  reliable — for  example,  it  may  be  necessary  to  use  unaudited 
cost  reports  or  survey  or  sampling  techniques  in  estimating  the  costs 
necessary  to  the  efficient  delivery  of  care.  Under  medicare's  adminis- 
trative system,  however,  cost  reports  prepared  by  the  providers  are 
now  being  submitted  more  promptly  after  the  close  of  the  accounting 
period  and  should  be  available  for  analysis  in  the  next  year  and  for 
the  establishment  of  limits  in  the  second  following  year.  Also,  the 
precision  of  the  limits  determined  from  these  data  will  vary  with  the 
degree  to  which  excessive  costs  can  be  distinguished  from  the  provision 
of  higher  quality  or  intensity  of  care. 

For  costs  that  would  not  generally  be  expected  to  vary  with  essential 
quality  ingredients  and  intensity  of  medical  care — for  example,  the 
costs  of  the  "hotel"  services  (food  and  room  costs)  provided  by  hos- 
pitals— the  Secretary  might  set  limits  sufficiently  above  the  average 
costs  per  patient  day  previously  experienced  by  a  class  of  hospitals 
to  make  allowance  for  differing  circumstances  and  short-term  economic 
fluctuations.  Hotel  services  may  be  easiest  to  establish  limits  for  and  be 
among  the  first  for  which  work  can  be  completed.  Attention  might  be 
given  as  well  to  laundry  costs,  medical  record  costs,  and  administration 
costs  within  the  reasonably  near  future. 

Setting  limits  on  overall  costs  per  patient  day  and  specific  costs  that 
vary  with  the  quality  and  intensity  of  care  would  be  more  difficult, 
but  the  Secretary  might  be  able  to  set  reasonable  limits  sufficiently 
above  average  costs  per  patient  day  previously  experienced,  by  a  class 
of  institutions  so  that  only  cases  with  extraordinary  expenses  would 
be  subject  to  any  limits.  In  addition,  special  limits  could  be  estab- 
lished on  cost  elements  found  subject  to  abuse.  For  example,  the 
Secretary  might  establish  limits  on  the  level  of  standby  costs  that 
would  be  recognized  as  reasonable  under  the  program  to  prevent  Gov- 
ernment programs  from  picking  up  the  cost  of  excessive  amounts  of 
idle  capacity — particularly  relatively  high  personnel  costs  in  relation 
to  patient  loads  where  occupancy  rates  are  low — in  reimbursing  for 
services  to  covered  patients. 

Providers  would,  of  course,  have  the  right  to  obtain  reconsideration 
of  the  classification  for  purposes  of  cost  limits  applied  to  them  and  to 
obtain  relief  from  the  effect  of  the  cost  limits  on  the  basis  of  evidence 
of  the  need  for  such  an  exception. 

Providers  will  be  permitted  to  collect  costs  in  excess  of  the  medicare 
ceilings  from  the  beneficiary  (except  in  the  case  of  admission  by  a 
physician  who  has  a  direct  or  indirect  financial  interest  in  a  facility) 
where  these  costs  flow  from  items  or  services  in  excess  of  or  more  ex- 
pensive than  those  necessary  for  the  effective  delivery  of  needed  serv- 
ices, provided  all  patients  are  so  charged  and  the  beneficiary  is  in- 
formed of  his  liability  in  advance.  Information  on  additional  charges 
assessed  would  also  be  made  available  generally  in  the  community. 

The  determination  of  the  cost  of  the  excess  items  or  services  for 
which  the  beneficiary  may  be  charged  will  be  determined  on  the  basis 
of  costs  previously  experienced  by  the  provider.  For  example,  if  costs 
for  food  services  experienced  in  1969  among  a  group  of  hospitals  in  an 
area  ranged  from  $4  to  $9  a  day  with  a  median  cost  of  $5  a  day  and 
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the  limit  for  food  services  set  by  the  Secretary  for  1971  was  $7.20 
a  day,  the  hospital  previously  experiencing  costs  of  $9  a  day  could 
charge  patients  $1.80  a  day  for  food  services.  However,  should  total 
reimbursement  for  covered  services  from  the  program  plus  charges 
billed  for  such  services  exceed  actual  costs  in  any  year,  the  excess  will 
be  deducted  from  payments  to  the  provider.  Thus,  the  provider  would 
not  profit  from  charges  to  beneficiaries  based  on  excess  costs  in  the 
prior  year. 

In  addition  it  should  be  noted  that  the  fact  that  a  provider's  costs 
are  below  the  ceilings  established  under  this  provision  will  not  exempt 
it  from  application  of  the  ceiling  of  customary  charges  where  such 
charges  are  less  than  cost  under  another  provision  in  the  committee 
bill. 

These  provisions  would  be  effective  with  respect  to  accounting  peri- 
ods beginning  after  June  30,  1971. 

Limitations  on  Federal  Medicaid  Matching 

(Sec.  225  of  the  bill) 

The  committee  is  concerned  over  the  fact  that  there  exists  in 
many  areas  of  the  country  a  substantial  degree  of  overutilization 
of  institutional  care.  This  has  been  repeatedly  demonstrated  by  inves- 
tigations of  the  General  Accounting  Office  and  in  HEW  Audit  Agency 
reports.  Additionally,  many  States  have  not  properly  complied  with 
utilization  review  and  independent  medical  audit  requirements. 

While  Federal  dollars  should  be  used  to  match  State  medicaid 
dollars  for  the  coverage  of  necessary  institutional  services  under  title 
XIX,  those  Federal  dollars  should  not  be  used  to  pay  for  unnecessary 
or  inappropriate  institutional  services. 

The  House  of  Representatives  shared  this  concern.  In  order  to  dis- 
courage and  prevent  overutilization,  the  House  bill  provided  for  a 
one-third  cutback  in  Federal  matching  for  patient  stays  which  exceed 
(a)  60  days  in  a  general  or  TB  hospital;  (6)  90  days  in  a  skilled  nursing 
home;  and  (c)  90  days  in  a  mental  hospital.  In  addition,  there  would  be 
no  Federal  matching  after  an  additional  275  days  of  care  in  a  mental 
hospital  during  an  individual's  lifetime. 

Despite  general  agreement  with  the  objectives  of  the  House  bill 
the  committee  believes  that  the  approach  of  the  House  bill  is  inade- 
quate because  it  fails  to  differentiate  between  those  States  which  are 
adequately  controlling  utilization  and  those  which  are  not;  thereby 
unjustifiably  penalizing  some  States. 

Therefore,  the  committee  substituted  for  the  House  provision  an 
amendment  which  would  authorize  the  Secretary  to  reduce  the  Federal 
matching  percentage  on  a  selective  basis  with  respect  to  those  States 
where  he  finds  overutilization,  inadequate  independent  medical  and 
professional  audits,  inadequate  utilization  review  procedures  or  other 
inappropriate  use  of  facilities  (including  intermediate  care)  or  services. 
To  facilitate  arrangements  for  necessary  independent  professional 
and  medical  audits,  the  committee  in  another  amendment  authorizes 
75  percent  Federal  matching  toward  the  costs  of  professional  personnel 
involved,  including  those  under  contract.  Present  law  limits  the  75  per- 
cent matching  to  professional  personnel  costs  of  employees  of  the  State 
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agency  only.  The  committee  bill  would  provide  that  percentage  reduc- 
tions would  be  made  with  respect  to  improperly  or  inadequately 
monitored  care  or  services  and  would  be  graded  on  a  basis  reasonably 
related  to  the  estimated  extent  of  the  increased  program  costs  resulting 
as  a  consequence  of  inadequate  or  improper  controls  on  services.  In 
making  these  determinations,  the  Secretary  would  utilize  audit  reports, 
estimates,  statistical  samples  and  other  information  available  to  him. 

The  committee  believes  that  this  approach  would  differentiate 
between  those  States  which  are  adequately  controlling  utilization  and 
those  which  are  failing  to  meet  this  objective,  and  would  not  unfairly 
penalize  those  States  which  have  effectively  established  such  controls. 

The  amendment  would  be  effective  upon  enactment. 

Payment  for  Supervisory  Physicians  in  Teaching  Hospitals 

(Sec.  226  of  the  bill) 

g 

A  major  problem  in  the  administration  of  the  medicare  program  ha 
arisen  concerning  the  payment,  under  part  B,  on  a  fee-for-service  basis 
for  the  services  of  "supervisory"  physicians  in  teaching  hospitals. 
These  payments  are  estimated  to  involve  more  than  $100  million 
annually.  In  general,  such  payments  were  not  customary  prior  to 
medicare  and  it  was  not  intended  that  medicare  cover  noncustomary 
charges. 

The  Comptroller- General  of  the  United  States  shares  the  concern  of 
the  committee.  He  has  submitted  several  reports  to  the  committee  re- 
lating to  medicare  payments  for  teaching  physicians  which  document 
and  detail  the  dimension  of  the  problem  confronting  medicare  in  this 
area. 

Teaching  hospitals  have  a  large  number  of  "institutional"  patients. 
The  services  to  institutional  patients  are  often  actually  provided  by 
interns  and  residents.  The  salaries  of  these  interns  and  residents  are 
recognized  in  full  under  part  A  of  medicare  as  a  hospital  cost.  Medicare 
regulations  (not  the  statute)  offered  teaching  institutions  and  teaching 
physicians  an  opportunity  to  obtain  funds  through  billing  the  in- 
stitutional patient  as  if  he  were  a  private  patient.  Medicare  may, 
when  it  also  pays  for  the  "supervisory"  physician  under  part  B,  end 
up  actually  paying  for  the  same  service  twice — first  when  it  pays  the 
salaries  of  the  interns  and  residents  who  provide  care  and  second, 
when  the  teaching  physician  submits  his  bill.  This  demand  on  part  B 
funds  results  essentially  in  millions  of  aged  people  subsidizing  medical 
education  through  their  part  B  premiums. 

H.R.  17550  as  passed  by  the  House  has  a  section  on  payment  for 
physicians'  services  in  the  teaching  setting  which  attempts  to  deal 
with  this  problem.  The  approach  in  the  House  bill  is  to  define  the 
conditions  under  which  fee  for  service  will  not  be  payable  (basically 
where  nonmedicare  patients  are  not  required  to  pay  a  charge  by  a 
teaching  physician).  Where  a  fee  for  service  is  not  payable,  the  House 
bill  provides  for  reimbursement  on  an  actual  costs  basis  under  part  B. 

The  difficulty  with  the  approach  in  the  House  bill  is  that  it  might 
tend  to  encourage  teaching  hospitals  and  teaching  physicians  to 
introduce  or  expand  the  practice  of  billing  by  teaching  physicians  of 
nonmedicare  patients  on  a  fee-for-service  basis. 
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The  Association  for  Hospital  Medical  Education  (AHME)  testified 
in  hearings  before  the  committee  that  the  services  rendered  to  "insti- 
tutional patients"  have  usually  been  rendered  by  residents  and  interns 
in  training  under  the  general  supervision  of  full-  or  part-time  "super- 
visory" physicians.  The  AHME  further  noted  that  there  have  been 
instances  where  the  care  rendered  by  interns  and  residents  to  institu- 
tional patients  who  are  medicare  beneficiaries  has  been  reimbursed 
under  part  A,  and  reimbursement  for  the  same  service  has  been  sought 
by  the  "supervisory  physician  under  part  B."  The  committee  agrees 
with  their  statement  that  this  double  reimbursement  is  unequivocally 
wrong. 

The  recommendation  concerning  appropriate  payment  for  teaching 
services  made  by  the  Association  for  Hospital  Medical  Education 
seems  to  provide  a  sounder  basis  for  reasonable  solution  of  this  costlv 
problem  than  that  provided  under  the  House  bill. 

Accordingly  the  committee  has  approved  and  the  Department  of 
HEW  endorses  an  amendment  providing  that  reimbursement  for 
services  of  teaching  physicians  to  a  nonprivate  medicare  patient  should 
be  included  under  part  A,  on  an  actual  cost  or  "equivalent  cost"  basis. 
A  mechanism  for  computing  payment  for  services  of  supervisory 
physicians  on  the  unpaid  voluntary  medical  staff  of  a  hospital  would 
be  developed  on  a  reasonable  "salary  equivalency"  basis  of  the  average 
salary  for  all  full-time  physicians  (other  than  house  staff)  at  the 
hospital  or,  where  such  salaries  do  not  provide  a  proper  basis,  at  like 
institutions  in  the  area.  The  average  salary  equivalent,  which  would 
be  distilled  into  a  single  hourly  rate  covering  all  physicians  regardless 
of  specialty,  would  be  applied  to  the  actual  time  contributed  by  the 
teaching  physician  in  direct  patient  care  or  supervisory  voluntary 
service  on  a  regularly  scheduled  basis  to  nonprivate  patients.  Such 
services  would  be  billed  for  by  the  organized  medical  staff  of  the 
hospital  and  reimbursed  to  a  fund  designated  by  the  organized  med- 
ical staff. 

Medicare  would  pick  up  its  proportionate  share  of  such  costs 
on  a  basis  comparable  to  the  method  by  which  reimbursement  is 
presently  made  for  the  services  of  interns  and  residents.  The  salary- 
equivalent  allowance  would  provide  reasonable  and  not  excessive 
payments  for  such  services.  The  payment  represents  compensation  for 
contributed  medical  staff  time  which  would  otherwise  have  to  be  ob- 
tained through  employed  staff  on  a  reimbursable  basis.  Such  funds 
would  in  general  be  made  available  on  an  appropriate  legal  basis  to 
the  organized  medical  staff  for  their  disposition  for  purposes  such  as 
payment  of  stipends  enhancing  the  hospital's  capacity  to  attract 
house  staff  or  to  upgrade  or  to  add  necessary  facilities  or  services,  the 
support  of  continuing  education  programs  in  the  hospital,  and  similar 
charitable  or  educational  purposes.  Contributions  to  the  hospital  made 
by  the  staff  from  such  funds  would  not  be  recognized  as  a  reimbursable 
cost  when  expended  by  the  hospital  nor  would  depreciation  expense  be 
allowed  with  respect  to  equipment  or  facilities  donated  to  the  hospital 
by  the  staff. 

There  are  also  teaching  physicians  whose  compensation  is  paid  by 
a  medical  school.  With  respect  to  reimbursement  for  their  direct 
or  supervisory  services  for  nonprivate  medicare  patients,  payments 
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should  be  made  on  the  basis  of  actual  or  salary-equivalent  costs.  The 
funds  so  received  may  be  assigned  by  such  physicians  to  an  appropriate 
fund  designated  by  the  medical  school  for  use  in  compensating  teacher 
physicians,  or  for  educational  purposes.  Where  States  elect  to  com- 
pensate for  services  of  teaching  or  supervisory  physicians  under 
medicaid,  Federal  matching  should  be  limited  to  reimbursement  not 
in  excess  of  that  allowable  under  medicare. 

Fee-for-service  would  continue  to  be  payable  for  medicare  bene- 
ficiaries who  are  bona  fide  "private  patients."  This  would  ordinarily 
be  a  patient  who  was  seen  by  the  physician  in  his  office  prior  to 
hospital  admission;  for  whom  he  arranged  admission  to  the  hospital, 
whose  principal  physicians'  service  were  provided  by  him,  who  was 
visited  and  treated  by  him  during  his  hospital  stay;  who  would 
ordinarily  turn  to  him  for  followup  care  after  discharge  from  the 
hospital;  and  who  is  legally  obligated  to  pay  the  charges  billed, 
including  deductibles  and  coinsurance,  and  from  whom  collection  of 
such  charges  is  routinely  and  regularly  sought  by  the  physician.  Of 
course,  appropriate  safeguards  should  be  established  to  preclude 
fee-for-service  payment  on  the  basis  of  pro  forma  or  token  compliance 
with  these  private  patient  criteria. 

The  committee  recognizes,  however,  that  this  concept  of  a  private 
patient  is  not  a  complete  definition  primarily  because  it  does  not 
take  account  of  the  customary  arrangements  for  reimbursing  con- 
sultants and  specialists  who  are  not  serving  as  the  patient's  attending 
physician,  but  who  may  provide  a  service  to  the  patient  for  which 
a  fee-for-service  payment  is  appropriate  and  for  which  services  the 
patient  is  legally  obligated  and  which  he  expects  to  pay.  For  example, 
where  a  general  practitioner  refers  his  patient  to  a  surgeon  for  neces- 
sary operative  work  and  where  the  surgeon  ordinarily  charges  and 
collects  from  all  referred  patients  for  his  services.  Furthermore,  in 
some  cases  hospitals  that  normally  do  not  bill  for  physician  services 
have  special  centers,  such  as  a  center  for  severely  burned  people,  where 
patients  able  to  pay  are  regularly  admitted  and  pay  charges.  It  would 
be  intended  that  medicare  follow  the  pattern  of  the  private  patient 
in  such  centers. 

The  second  exception  to  the  cost-reimbursement  coverage  of  teach- 
ing physician  services  is  intended  to  permit  the  continuation  of  fee- 
for-service  reimbursement  for  professional  services  provided  to  medi- 
care patients  in  institutions  which  traditionally  billed  all  patients  (and 
the  majority  of  whom  paid)  on  a  fee  or  package  charge  basis  for  pro- 
fessional services.  This  exception  Avould  apply  if,  for  the  years  1966, 
1967,  and  each  year  thereafter  for  which  part  B  charges  are  being 
claimed :  all  of  the  institution's  patients  were  regularly  billed  for  pro- 
fessional services;  reasonable  efforts  were  made  to  collect  these  billed 
charges  and  a  majority  of  all  patients  actually  paid  the  charges  in 
whole  or  in  part.  The  hospital  would  have  to  provide  evidence  that  it 
meets  these  tests  for  fee-for-service  reimbursement  before  the  pay- 
ments could  be  made. 

A  hospital  eligible  for  fee-for-service  reimbursement  on  the  basis  of 
the  requirement  described  in  the  above  exception  could,  if  it  chose, 
elect  to  be  reimbursed  on  a  cost  basis,  as  it  could  have  been  paid  under 
the  original  medicare  law,  if  the  election  would  be  advantageous  to  the 
program  in  that  it  might  reduce  billing  difficulties  and  costs. 
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The  committee  expects  that  in  any  borderline  or  questionable  areas 
concerning  whether  reimbursement  for  the  services  of  teaching  physi- 
cians in  a  given  institution  or  setting  should  be  on  a  costs  or  charges 
basis,  reimbursement  would  be  on  the  basis  of  costs. 

Unlike  the  House  bill,  the  committee  amendment  calls  for  the  cost- 
reimbursement  payments  for  inpatient  services  to  be  made  under  part 
A  of  the  program  wherever  the  patient  is  eligible  under  part  A.  To 
assure  equitable  payment  and  no  loss  to  the  hospital  on  services  to 
medicare  patients  where  the  cost  reimbursement  approach  is  applicable, 
cost-reimbursement  payments  would  be  made  under  part  B  where  a 
part  B  enrollee  is  not  insured  under  part  A  or  where  an  insured  inpa- 
tient has  exhausted  his  part  A  hospitalization  coverage. 

An  important  effect  of  these  various  coverage  and  co-pay  provisions 
would  be  that,  where  the  cost-reimbursement  approach  is  applicable, 
reimbursement  for  the  physician's  teaching  activities  and  his  related 
patient  care  activities  would  always  be  provided  under  the  same  pro- 
visions of  the  law.  This  would  greatly  simplify  the  administration  of 
the  program  by  making  it  unnecessary  to  distinguish,  as  required  by 
present  law,  between  a  physician's  teaching  activities  and  patient  care 
activities  in  submitting  and  paying  bills.  While  the  House  bill  would 
also  simplify  administration,  it  would  still  be  necessary  under  that  bill 
to  make  such  a  distinction  for  purposes  of  determining  the  respective 
liabilities  of  the  part  A  and  part  B  trust  funds. 

The  committee  also  provides  that  the  law  be  amended  so  that  a 
hospital  could  include  the  actual  reasonable  costs  which  an  affiliated 
medical  school  incurs  in  paying  physicians  to  provide  patient  care 
services  to  medicare  patients  in  the  hospital.  The  bill  would  also 
permit  including  in  a  hospital's  reimbursable  costs  the  reasonable 
cost  to  a  medical  school  of  providing  services  to  the  hospital  which, 
if  provided  by  the  hospital,  would  have  been  covered  as  inpatient 
hospital  services  or  outpatient  hospital  services.  The  hospital  would 
be  required  to  pay  the  reasonable  cost  of  the  services  in  question  to 
the  institution  that  bore  the  cost. 

The  above  provisions  would  become  effective  with  respect  to  ac- 
counting periods  beginning  on  or  after  July  1,  1971. 

Institutional  Planning  Under  Medicare  Program 

(Sec.  231  of  the  bill) 

Under  present  medicare  law,  there  is  no  requirement  for  providers  of 
services  to  develop  fiscal  plans  such  as  operating  and  capital  budgets. 
However,  the  committee  is  aware  of  the  fact  that  health  care  facilities 
have  come  under  increasing  criticism  on  the  grounds  that  they  fail  to 
follow  sound  business  practices  in  their  operations.  The  Advisory  Com- 
mittee on  Hospital  Effectiveness,  established  by  the  Secretary  of 
HEW  in  its  report  stated,  "*  *  *  the  fact  must  be  faced  that  defi- 
ciencies in  hospital  management  owe  something,  at  least  to  inatten- 
tion, indifference,  or  lack  of  information  on  the  part  of  some  hospital 
boards,  and  some  trustees  with  the  best  intentions  and  energy  have 
not  been  adequately  informed  by  administrations  on  what  the  func- 
tions of  a  hospital  trustee,  or  a  hospital  should  be."  In  recommending 
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the  requirement  contained  in  the  bill,  the  Secretary's  committee 
stated,  "The  requirement  that  detailed  budgets  and  operating  plans 
be  prepared  annually  as  a  condition  of  approval  for  participation  in 
Federal  programs  can  be  expected  to  disclose  management  inefficien- 
cies in  such  health  care  institutions  as  a  necessary  first  step  toward 
bringing  about  needed  improvements.  Especially,  the  committee 
believes  this  requirement  will  compel  the  attention  of  many  hospital 
trustees  to  lapses  in  management  that  would  not  be  permitted  in 
their  own  businesses." 

The  Committee  on  Finance  agrees  with  the  provision  in  the  House 
bill  which  would  require,  providers  of  services  (including  hospitals 
accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals) 
as  a  condition  of  participation  under  the  medicare  program,  to  have 
a  written  overall  plan  and  budget  reflecting  an  operating  budget  and 
a  capital  expenditures  plan. 

However,  the  committee  has  modified  the  House  provision  so  that 
the  required  annual  operating  budgets  may  be  prepared  by  groupings 
of  cost  or  income  rather  than  a  detailed  itemization  for  each  type  of 
cost  or  income.  The  overall  plan  would  be  expected  to  contain  infor- 
mation outlining  the  services  to  be  provided  in  the  future,  the  esti- 
mated costs  of  providing  such  services  (including  proposed  capital 
expenditures  in  excess  of  $100,000  for  acquisition  of  land,  buildings, 
and  equipment  and  replacement,  modernization,  and  expansion  of  the 
buildings  and  equipment),  and  the  proposed  methods  of  financing 
such  costs.  It  would  have  to  be  prepared  under  the  direction  of  the 
governing  body  of  the  institution,  by  a  committee  consisting  of  rep- 
resenatives  of  that  bod}',  the  administrative  staff  and  the  medical 
staff.  The  plan  would  cover  the  immediately  following  year  and  the 
immediately  following  3-year  accounting  period  and  wrould  be  reviewed 
and  updated  annually  to  assure  that  it  is  consistent  with  the  budgetary 
program  of  the  provider. 

The  plan  would  not  be  reviewed  for  substance  by  the  Government  or 
any  of  its  agents.  The  purpose  of  the  provision  is  to  assure  that  such 
institutions  carry  on  budgeting  and  planning  on  their  own.  It  is  not 
intended  that  the  Government  will  play  any  role  in  that  process. 

The  new  condition  of  participation  would  have  to  be  met  with 
respect  to  any  provider  of  services  for  fiscal  years  of  the  provider 
beginning  after  June  30,  1971. 

Advance  Approval  of  Extended  Care  and  Home  Health  Cover- 
age Under  Medicare 

(Sec.  233  of  the  bill) 

Under  present  law,  extended  care  benefits  are  payable  only  on  behalf 
of  patients  who,  following  a  hospital  stay  of  at  least  3  consecutive 
days,  require  skilled  nursing  care  on  a  continuing  basis  for  further 
treatment  of  the  condition  which  required  hospitalization.  The  home 
health  benefit  is  payable  on  behalf  of  patients  who  need  essentially 
the  same  type  of  nursing  care  on  an  intermittent  basis.  Skilled  nursing 
care  has  generally  been  defined  as  the  provision  of  identifiable  skilled 
nursing  procedures,  although  some  authorities  have  argued  that  this 
definition  does  not  adequately  take  into  account  the  supervisory  role 
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of  a  skilled  nurse  under  whose  presence  and  supervision  a  relatively 
unskilled  person  can  participate  in  providing  a  skilled  service.  The 
usual  administrative  process  for  determining  eligibility  for  payment 
involves  retrospective  review  of  the  services  actually  furnished  to  the 
patient. 

The  committee  believes  that  in  practice,  the  administration  of 
extended  care  and  home  health  benefits  has  proved  dim  cult  and  has 
led  to  considerable  dissatisfaction.  The  complexity  of  the  extended- 
care  coverage  determination,  and  the  fact  that  it  must  often  be  made 
retroactively,  tends  to  create  confusion  regarding  the  type  of  care 
which  is  reimbursable  and  may  encourage  physicians  to  either  delay 
discharge  from  the  hospital,  where  coverage  is  less  likely  to  be  ques- 
tioned, or  to  recommend  a  less  economical,  though  financially  more 
predictable,  course  of  treatment.  The  aggregate  effect  is  to  reduce  the 
value  of  the  extended  care  benefit  as  a  continuation  of  hospital  care  in 
less  intensive — and  less  expensive — setting  as  soon  as  it  is  medically 
feasible  for  the  patient  to  be  discharged  from  the  hospital.  Patients 
receiving  care  at  home  or  who  might  be  ready  for  discharge  if  sufficient 
assistance  were  available  at  home  face  a  somewhat  similar  situation 
with  respect  to  home  health  benefits.  The  uncertainty  of  coverage  of 
services  may  impede  effective  discharge  planning  or  the  formulation 
of  a  comprehensive  health  care  plan  for  a  homebound  patient. 

The  House  sought  to  alleviate  the  problem  by  including  a  provision 
authorizing  the  Secretary  to  establish  presumptive  periods  of  coverage 
according  to  diagnosis  and  other  medical  factors  for  patients  admitted 
to  an  extended  care  facility  or  started  on  a  home  health  plan.  While 
this  approach  seeks  to  alleviate  much  of  the  administrative  complexity 
by  focusing  determinations  on  the  totality  of  needs  of  certain  categories 
of  patients,  rather  than  evaluation  of  specific  nursing  procedures,  it 
introduces  certain  new  administrative  problems.  The  wide  range  of 
illnesses  common  to  the  aged,  as  well  as  the  frequent  occurrence  of 
"combination  diagnoses"  makes  specific  categorization  difficult. 

The  committee's  bill,  therefore,  includes  a  provision  designed  to  (1) 
respond  more  effectively  to  the  needs  of  beneficiaries,  including  those 
for  whom  a  short  period  of  institutional  care  under  continuing  skilled 
supervision  is  needed  to  restore  self-sufficiency  and  (2)  substantially 
eliminate  retroactive  determinations.  Under  the  committee's  bill, 
emphasis  in  determining  coverage  would  be  placed  on  advance  evalu- 
ation of  the  patient's  need  for  a  type  of  institutional  care  which  re- 
quires the  continuing  availability  of  skilled  nursing  and  related  skilled 
services,  in  contrast  to  present  law  which  requires  continuing  need 
for  skilled  nursing  and  other  related  skilled  services.  In  all  cases,  the 
attending  physician  would  be  expected  to  certify  the  need  for  such 
care  and  provide  a  plan  of  treatment  to  the  extended  care  facility  or 
home  health  agency  in  advance  of  admission  or  start  of  care. 

In  lieu  of  predetermined  periods  of  extended  care  coverage  based  on 
diagnoses,  the  committee's  bill  encourages  and  anticipates,  that  to  the 
maximum  extent  feasible,  preadmission  evaluation  and  approval  on  an 
individual-case  basis  of  the  need  for  extended  care.  Such  reviews  could 
be  performed  by  the  Professional  Standards  Review  Organization, 
hospital  utilization  review  committee,  or  other  appropriate  group. 
Unless  disapproved  in  advance,  coverage  upon  admission  would  con- 
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tinue  for  the  lesser  of  either  the  initially  certified  and  approved  period, 
until  notice  of  disapproval,  or  10  days.  The  physician  and  facility 
would  be  expected  to  forward  supporting  documentation  for  continued 
coverage  of  patients  usually  at  least  3  days  prior  to  expiration  of  the 
initially  approved  period  or  upon  request  of  the  review  group.  Where 
certifications  and  evidence  are  provided  on  a  timely  basis,  any  sub- 
sequent determination  (for  purposes  only  of  determining  medicare 
payment  liability)  that  the  patient  no  longer  requires  covered  care 
would  be  effective  beginning  the  third  day  after  notification  to  the 
facility,  thus  giving  the  patient  and  his  physician  an  opportunity  to 
make  other  arrangements  to  meet  the  patient's  needs. 

Administration  of  the  home  health  benefit  would  follow  essentially 
the  same  approach.  Review  of  the  proposed  plan  of  treatment,  prior 
to  its  implementation,  would  be  made  wherever  possible  and  could  be 
performed  by  a  PSRO,  the  utilization  review  committee  of  the  institu- 
tion from  which  the  patient  is  being  discharged  (for  part  A  home  health 
benefits)  or  other  qualified  group.  In  the  absence  of  a  negative  finding 
or  a  specific  limitation,  payment  would  ordinarily  be  made  for  up  to 
10  visits  before  additional  review  of  the  patient's  needs  was  required. 
(The  10- visit  limitation  would  apply  on  a  calendar-year  basis  for  part 
B  home  health  benefits.)  Where  evidence  and  certifications  were  sub- 
mitted promptly,  determinations  that  the  patient  no  longer  needs  the 
type  of  home  care  covered  by  medicare  would  be  made  prospectively. 

As  indicated,  coverage  of  up  to  10  home  health  visits  would  be 
presumed  for  both  part  A  and  part  B.  Where  the  patient  has  10  days  of 
coverage  presumed  for  purposes  of  part  A,  he  may  not  immediately 
thereafter  have  a  new  presumed  period  begin  under  part  B.  However, 
when  a  patient  first  has  presumed  coverage  under  part  B  and  then 
needs  to  go  to  the  hospital,  presumed  part  A  visits  following  institu- 
tionalization would  be  permissible  (adding  up  to  as  many  as  20  visits). 
The  fact  that  the  patient  required  hospitalization  is  an  indicator  of  a 
change  in  his  condition  that  would  not  be  present  where  the  patient 
merely  switches  from  part  A  to  part  B  coverage  while  remaining  at 
home. 

This  provision  would  be  effective  with  respect  to  admissions  to 
extended  care  facilities,  and  home  health  plans  initiated,  after  June  30, 
1971. 

Payments  to  Health  Maintenance  Organizations 

(Sec.  239  of  the  bill) 

Under  present  law,  organizations  providing  comprehensive  health 
services  on  a  per  capita  prepayment  basis  cannot  be  reimbursed  by 
medicare  through  a  single  prospective  capitation  payment  such  as  the 
organizations  normally  charge  for  services  covered  under  both  the 
hospital  insurance  and  supplementary  medical  insurance  parts  of  the 
medicare  program.  Instead,  medicare  reimbursement  to  group  prac- 
tice prepayment  plans,  whether  it  is  made  on  a  cost  or  charge  basis, 
must  be  related,  retrospectively,  to  the  costs  to  the  organization  of 
providing  specific  services  to  beneficiaries,  so  that  some  of  the  financial 
incentives  which  such  organizations  may  have  in  their  regular  non- 
medicare  business  to  keep  costs  low  and  to  control  utilization  of  serv- 
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ices  are  not  fully  incorporated  directly  in  their  relationship  with 
medicare. 

Of  course,  the  committee  believes  that  a  proper  sense  of  professional 
responsibility  also  should  obtain  in  patient  care  and  should  be  of 
greater  significance  than  economic  incentives  in  assuring  appropriate 
utilization  of  health  care  services. 

Nonetheless,  a  disincentive  to  control  of  costs  and  utilization  of 
services  which  occurs  to  an  extent  in  the  present,  usual  approach  to 
payment  for  services  in  the  health  field,  either  by  private  patients,  pri- 
vate insurance,  or  the  Government,  is  that,  in  effect,  payment  is 
made  to  the  provider  for  each  individual  service  performed,  so  that 
other  things  being  equal,  there  is  an  economic  incentive  on  the  part 
of  those  who  make  the  decisions  on  which  services  are  needed  to  pro- 
vide more  services — services  which  may  not  be  essential,  and  even 
unnecessary  services.  Another  area  of  concern  is  that,  ordinarily,  an 
individual  must  largely  find  his  own  way  among  various  types  and 
levels  of  services  with  only  partial  help  from  a  single  hospital,  a 
nursing  home,  a  home  health  agency,  various  specialists,  and  so  on 
in  terms  of  referral  to  appropriate  sources  of  care.  The  pattern  of 
operation  of  certain  organizations  (such  as  the  Kaiser  Health  Care 
Foundation  and  H.I.P.)  which  provide  services  on  a  per  capita  pre- 
payment basis  may  lend  itself  to  possible  solution  of  both  of  these 
problems  with  respect  to  the  care  of  individuals  enrolled  with  them. 
Because  the  organization  receives  a  fixed  annual  payment  from  en- 
rollees,  regardless  of  the  volume  of  services  rendered,  there  is  a  finan- 
cial incentive  to  the  organization,  by  its  administrative  supervision  and 
review,  to  control  costs  and  to  provide  only  the  least  expensive  service 
appropriate  to  the  enrollee's  needs.  The  incentive  to  the  organization 
may  be  passed  on  to  the  doctor  by  paying  him  on  a  salary  basis  and 
providing  a  bonus  or  similar  profit-sharing  arrangements  when  costs 
are  kept  low.  Moreover,  such  existing  organizations  assume  respon- 
sibility for  deciding  on  the  services  which  the  patient  should  receive. 
On  the  other  hand,  there  is  also  present  in  such  systems  an  economic 
incentive  to  provide  less  care  than  is  necessary  so  as  to  reduce  costs 
and  further  maximize  financial  gain. 

The  committee  believes  it  is  desirable  for  medicare  to  relate  itself 
to  prepayment  health  care  organizations  in  a  way  which  con- 
forms more  nearly  to  their  usual  way  of  doing  business.  The  objective 
is  to  reinforce,  in  the  case  of  medicare  beneficiaries,  the  financial  incen- 
tives— if  professional  incentives  are  insufficient — which  health  main- 
tenance organizations  have  with  respect  to  their  other  enrollees. 

The  health  maintenance  organization  provision  of  the  bill,  strongly 
endorsed  and  advocated  by  the  Department,  is  intended  to  contribute 
to  reductions  in  the  cost  of  health  care  delivery  and  to  improve  quality 
of  care  under  the  medicare  program.  The  committee  is  concerned 
that,  to  the  contrary,  the  health  maintenance  organization  provision 
could  turn  out  to  be  an  additional  area  of  potential  abuse  which  might 
have  the  effect  of  increasing  health  care  costs — paying  a  larger  profit 
than  is  now  or  should  be,  paid  to  these  organizations — and  decreas- 
ing the  quality  of  service  available  or  rendered. 

However,  if  the  safeguards  the  committee  has  added  are  properly 
administered,  it  may  be  that  the  stated  goals  of  the  provision  can  be 
achieved.  In  any  event,  this  new  program  is  unquestionably  an  area 
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where  the  Office  of  the  Inspector  General  (which  would  be  estab- 
lished under  a  committee  amendment  to  the  bill)  can  make  a  major 
contribution  toward  assuring  that  health  maintenance  organizations 
are  operated  consistent  with  principles  of  efficiency  and  economy  and, 
particularly,  that  they  comply  strictly  with  the  statute  and  the  legis- 
lative intent  of  the  Congress. 

Accordingly,  while  it  has  reservations  about  the  proposal,  the  com- 
mittee has  adopted,  with  certain  tightening  changes,  the  amendment 
in  the  House  bill  under  which  medicare  payment  to  a  so-called  Health 
Maintenance  Organization  (HMO)  with  respect  to  beneficiaries  en- 
rolled with  it  could  be  made  on  a  prospective  per  capita  basis,  en- 
compassing services  covered  under  both  hospital  insurance  and  sup- 
plementary medical  insurance.  (Group  practice  prepayment  plans 
could,  of  course,  choose  to  continue  to  be  reimbursed  under  the  pro- 
visions of  existing  law  if  they  wished.)  The  additions  and  modifica- 
tions made  by  the  committee  reflect  its  desire  to  assure  that  health 
maintenance  organizations  are  afforded  opportunity  to  demonstrate 
their  capacity  to  provide  comprehensive  care  economically  and  effi- 
ciently without  endangering  either  the  health  interests  of  program 
beneficiaries  or  the  integrity  of  the  trust  funds. 

Under  the  House  bill,  a  prospective  rate  of  payment  would  be 
determined  annually  in  accordance  with  regulations  of  the  Secretary, 
taking  into  account  the  organization's  premiums  with  respect  to  non- 
medicare  enrollees  (with  appropriate  actuarial  adjustments  to  reflect 
the  difference  in  utilization  patterns  and  other  relevant  factors  between 
those  under  65  and  those  over  65).  This  payment  would  be  no  more 
than  95  percent  of  the  estimated  amount  (with  appropriate  adjust- 
ments— such  as  age  and  morbidity  differentials — to  assure  actuarial 
equivalence)  that  would  be  payable  if  such  covered  medicare  services 
were  furnished  outside  of  the  framework  of  a  health  maintenance 
organization. 

The  committee  bill  would  modify  in  several  ways  the  House  bill's 
provisions  for  determining  payment  to  HMO's.  First,  rather  than 
limiting  payment  to  the  lesser  of  (a)  an  adjusted  premium  amount  or 
(b)  95  percent  of  the  estimated  amount  that  would  be  payable  if  the 
covered  services  were  to  be  furnished  by  other  than  health  maintenance 
organizations,  the  committee  bill  would  authorize  payment  at  the  95 
percent  of  the  actuarial  equivalent  rate  but  only  if  the  health  mainte- 
nance organization  provides  the  Secretary  with  satisfactory  assurances 
that  any  excess  over  the  adjusted  premium  payment  will  be  re- 
turned to  beneficiaries  in  the  form  of  expanded  benefits  or  reduction 
in  amounts  charged  as  the  equivalent  of  medicare's  deductibles  and 
coinsurance.  HMO's  will  thus  have  funds,  where  performance  is  effi- 
cient and  necessary  care  has  been  properly  provided,  to  improve  bene- 
fit protection  or  reduce  premium  costs  for  medicare  enrollees  and 
therebv  possibly  attract  further  enrollment.  Under  this  modification 
beneficiaries,  who  upon  enrollment  with  an  HMO  forgo  coverage  of 
most  nonemergency  out-of-plan  services,  would  have  some  incentives 
for  enrollment. 

Second,  with  respect  to  the  health  maintenance  organization's  pre- 
miums which  would  be  taken  into  account  in  medicare's  payment  deter- 
mination, the  committee  bill  adds  a  provision  intended  to  alleviate  a 
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concern  that  the  proposed  payment  determination  might  reward 
profiteering  by  relating  payment  to  premiums  that  contain  an  un- 
justifiably high  retention  (margin  over  direct  benefit  and  administra- 
tive costs.)  The  Committee  limits  the  retention  to  the  lesser  of:  (i) 
the  retention  rate  (excluding  the  administrative  expenses)  as  a  per- 
centage of  the  net  premium  for  people  under  age  65,,  or  (ii)  150  per- 
cent of  the  dollar  amount  of  retention  (excluding  administrative  ex- 
penses) per  capita  for  enrollees  who  are  under  age  65  of  the  HMO. 

Third,  the  95  percent  payment  rate,  which  would  be  authorized 
where  the  Secretary  has  received  the  necessary  assurances  from  the 
health  maintenance  organization,  would  be  based  on  estimated  benefit 
costs  only  plus  an  estimated  allowance  for  administrative  expenses 
reasonably  related  to  the  actual  expenses  of  such  a  HMO  and  the  ex- 
penses of  comparable  organizations.  This  approach  recognizes  that  a 
health  maintenance  organization's  administrative  expenses  can  be 
expected  to  be  lower  than  those  of  carriers  and  intermediaries  because 
HMO's  need  not  perforin  all  of  the  functions  of  carriers  and  inter- 
mediaries. For  example,  HMO's  generally  do  not  pay  small  individual 
physician  f ee-f or-service  claims. 

Fourth,  there  would  be  an  overall  ceiling  on  payment  to  a  health 
maintenance  organization  equal  to  95  percent  of  the  estimated 
amount  for  benefit  cost  and  administrative  expenses,  including  only 
carrier  and  intermediary  administrative  costs  (exclusive  of  auditing 
expenses),  payable  if  covered  services  were  to  be  furnished  by  other 
than  health  maintenance  organizations.  This  ceiling,  and  the  95  per- 
cent payment  rate  mentioned  in  the  preceding  paragraph,  would  be 
based  upon  the  reimbursement  amount  per  capita  for  the  Nation  ad- 
justed for  variations  in  unit  benefit  cost  due  to  service  areas,  reasonable 
availability  of  services,  and  underwriting  rules.  The  service  area  con- 
cept encompasses  the  geographical  locality  where  the  health  main- 
tenance organization  is  providing  the  service,  and  in  which  there  is  a 
reasonable  cross  section  of  different  types  of  institutions  and  practi- 
tioners and  utilization  rates.  Where  there  is  an  abnormal  scarcity  of 
services  or  excessive  services  for  persons  not  in  the  HMO  in  a  particu- 
lar locality,  but  the  needs  of  HMO  members  are  fully  met,  the  actu- 
arial equivalent  cost  would  be  determined  by  established  actuarial 
methods  which  include  the  consideration  of  costs  in  comparable  loca- 
tions where  the  covered  services  are  reasonably  available.  In  negotiat- 
ing and  reviewing  rates  of  payment,  the  committee  expects  that  such 
negotiations  will  be  conducted,  on  the  part  of  the  government,  on  an 
arms-length  basis  by  qualified  and  expert  personnel.  The  actuarial 
determinations  should  be  performed  by  qualified  actuaries  experienced 
in  health  care  program  costing.  This  expertise  also  would  be  needed 
to  appraise  whether  enrollment  of  poorer  risks,  such  as  institution- 
alized persons  or  persons  of  low  income,  was  less  than  in  proportion 
to  the  population  in  the  service  area  and  to  determine  the  effects  on 
costs.  Similarly  special  limitations  of  the  HMO  on  access  of  members 
to  care,  on  limitations  on  the  provision  of  teaching  and  community 
services  should  also  be  taken  into  account  in  considering  cost 
equivalence. 

Fifth,  the  committee  has  included  an  additional  safeguard  which 
would  authorize  the  Secretary  to  adjust,  retroactively,  any  payments 
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made  to  a  health  maintenance  organization  on  the  basis  of  projected 
national  average  costs,  if  it  is  later  determined  that  such  projections 
were  based  on  erroneous  data  or  if  actual  experience  differs  substan- 
tially from  the  assumptions  upon  which  the  projections  were  made. 
Such  adjustments,  which  could  result  in  either  increase  or  decrease  in 
program  payments,  must  be  determined  within  3  years  following  the 
close  of  the  accounting  period  to  which  the  adjustment  applies. 

Under  this  basis  for  payment,  the  health  maintenance  organization 
should  be  encouraged  to  manage  its  resources  and  provide  a  level  of 
service  within  a  predictable  premium  income ;  extensions  and  improve- 
ments in  service  could  thus  also  be  provided  to  beneficiaries  from  utili- 
zation and  other  savings  which  the  organization  may  be  able  to  make 
OA^er  more  traditional  methods  of  providing  services. 

For  ease  of  calculation  of  amounts  to  be  paid  from  the  two 
trust  funds,  payments  to  health  maintenance  organizations  would  be 
made  from  both  the  hospital  insurance  and  supplementary  medical 
insurance  trust  funds  with  the  portion  from  the  supplementary  medi- 
cal insurance  trust  fund  being  the  product  of  the  total  monthly  pre- 
mium (beneficiary  and  Federal  Government  amounts  combined)  times 
the  number  of  medicare  beneficiaries  enrolled  in  the  organization 
rather  than  an  actuarially  determined  part  B  cost  within  the  HMO. 
The  remainder  of  the  HMO  payment  would  be  made  from  the  hospital 
insurance  trust  fund. 

Under  the  House  bill,  the  individuals  with  respect  to  whom  such 
payment  would  be  made  are  medicare  beneficiaries  entitled  to  both 
hospital  insurance  and  supplementary  medical  insurance-  who  are 
enrolled  with  a  health  maintenance  organization.  Since  some  potential 
health  maintenance  organizations  have  substantial  numbers  of  mem- 
bers who,  because  of  noncoverage  under  social  security  in  the  past, 
are  not  eligible  for  hospital  insurance  benefits  (or  who  would  be 
eligible  for  such  benefits  only  by  paying  their  full  cost  as  provided 
under  another  proposed  amendment),  the  committee  has  added  a 
provision  which  would  allow  payments  to  be  made  for  medical  insur- 
ance benefits  alone  for  enrolled  beneficiaries  who  are  not  entitled  to 
hospital  insurance  benefits.  Eligible  enrolled  beneficiaries  would,  with 
two  exceptions,  receive  medicare-covered  services  only  through  the 
health  maintenance  organization.  One  exception,  contained  in  the 
House  bill,  would  cover  those  emergency  services  as  are  furnished  by 
other  physicians  and  providers  of  services;  the  health  maintenance 
organization  would  be  responsible  for  paying  the  costs  of  such  emer- 
gency services.  The  committee  would  also  require  a  health  maintenance 
organization  to  pay  the  cost  of  otherwise  covered  and  necessary 
maintenance  therapy  which  an  enrollee  receives  outside  the  organi- 
zation because  of  nonaccessibility  or  availability  of  the  service  di- 
rectly from  the  organization.  If  an  enrolled  individual  received 
other  types  of  ^  nonemergency  care  through  some  means  other  than 
the  health  maintenance  organization,  he  would  have  to  meet  the 
entire  expense  of  such  care.  The  fact  that  members  received  some 
care  outside  the  HMO  would  be  taken  into  account  in  calculating 
the  actuarial  equivalent  cost  of  the  services  furnished  by  the  HMO. 

To  qualify  to  receive  payment  in  this  way,  a  health  maintenance 
organization  would  have  to  be  one  which  provides :  (1)  either  directly 
or  through  satisfactory  arrangements  with  others,  health  services 
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on  a  prospective  per  capita  prepayment  basis;  (2)  all  the  services 
and  benefits  of  both  the  hospital  and  medical  insurance  parts  of  the 
program;  (3)  physicians'  services,  either  directly  by  physicians 
who  are  employees  or  partners  of  the  organization,  or  under  an  ar- 
rangement with  an  organized  group  of  physicians  under  which  the 
group  is  reimbursed  for  its  services  on  the  basis  of  an  aggregate 
fixed  sum  or  on  a  per  capita  basis.  Since  physicians  play  the  major 
role  in  determining  utilization  of  all  covered  services,  such  payment 
arrangement  should  contain  an  element  of  incentive  for  such  physi- 
cians to  assure  that  medicare  patients  are  provided  needed  services 
in  the  most  efficient  and  economical  manner.  (The  group  of  physi- 
cians which  has  the  arrangement  with  the  health  maintenance  or- 
ganization could,  in  turn,  pay  its  physician  members  on  any  other 
basis,  including  fee-for-service.) 

The  organization  would  have  to  have  an  open  enrollment  period  at 
least  annually  under  which  it  accepts  enrollees  (including  undertak- 
ing during  open  enrollment  periods  specific  and  active  efforts  to  con- 
tact, inform,  and  enroll  institutionalized  beneficaries)  on  a  nondis- 
criminatory basis  up  to  the  limits  of  its  capacity.  An  organization 
which  does  not  accept  applications  for  enrollment  from  a  significant 
and  representative  proportion  of  eligible  applicants  during  two  con- 
secutive open  enrollment  periods  may  be  terminated  if  adequate  justifi- 
cation is  not  provided. 

Additional  requirements  are:  (1)  that  the  organization  furnish  to 
the  Secretary  proof  of  its  financial  responsibility  and  its  capacity  to 
provide  comprehensive  health  services,  including  institutional  services, 
effectively  and  economically;  (2)  that  there  are  a  minimum  of  10.000 
enrollees  (both  medicare  and  nonmedicare)  initially,  or,  that  the 
HMO  can  reasonably  be  expected  to  attain  such  minimum  enrollment 
within  a  period  not  exceeding  3  years  with  progressive  continu- 
ing: increases  in  enrollment  toward  the  minimum  during  that  period; 
(3)  that  the  organization  must  have  satisfactory  procedures  assur- 
ing that  the  health  services  required  by  its  enrollees  are  received 
promptly  and  appropriately  and  that  they  are  of  proper  quality. 

The  various  elements  of  a  health  maintenance  organization,  such  as 
hospital,  extended  care  facility,  or  clinical  laboratory,  would  each  con- 
tinue to  have  to  meet  the  conditions  of  participation  or  other  quality 
standards  which  apply  to  such  organizations  under  present  law.  The 
committee  has  added  to  the  House  bill  a  provision  which  makes  it 
clear  that  institutions  owned  or  utilized  by  a  health  maintenance 
organization  must  adhere  to  the  health  facility  planning  requirements 
which  would  be  applied  to  other  providers  of  services  under  provisions 
of  another  amendment.  Where  applicable,  appropriate  reductions  will 
be  made  in  payments  to  any  health  maintenance  organization  which 
renders  services  to  beneficiaries  through  a  hospital  or  other  institu- 
tions with  respect  to  which  the  Secret ary  determines  that  payment 
for  capital  expenditures  must  be  excluded. 

With  respect  to  all  of  the  above  minimum  requirements,  it  is  ex- 
pected that  they  will  be  carefully  and  fully  applied  so  as  to  avoid  estab- 
lishment of  pro  forma  HMO's  by  organizations  essentially  interested  in 
securing-  greater  levels  of  reimbursement  than  are  otherwise  payable 
under  the  regular  medicare  program  and  without  reducing  program 
costs  through  increases  in  effectiveness  and  efficiency. 
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Under  the  House  bill,  an  organization  would  not  qualify  under  this 
provision  unless  at  least  half  of  its  membership  is  under  age  65.  The 
committee  agrees  that  the  membership  distribution  requirement  is  a 
desirable  objective  in  order  to  assure  that  the  health  maintenance 
organization  operates  in  true  competition  with  other  health  care 
delivery  mechanisms,  but  rigid  imposition  might  be  detrimental  to 
newly  developing  organizations  and  organizations  located  in  retire- 
ment areas  or  deliberately  established  as  part  of  an  effort  to  bring 
adequate  health  care  to  inner-city  or  rural  areas.  Therefore,  the 
committee  has  modified  the  House  requirement  to  permit  the  Secre- 
tary to  initially  waive  the  one-half  enrollment  requirement  for  up  to 
5  years  if  compliance  would  otherwise  cause  substantial  reduction  in 
enrollment,  provided  the  organization  furnishes  evidence  of  sustained 
and  substantial  efforts  to  achieve  the  required  enrollment  distribution 
or,  in  rare  instances,  to  waive  the  requirement  completely  if  it  is 
determined  that  failure  to  meet  the  requirement  is  due  to  geographic 
or  other  circumstances  beyond  the  organization's  control. 

If  the  health  maintenance  organization  provides  only  the  services 
for  which  the  enrollee  is  covered  by  the  medicare  program,  the 
premiums  it  may  charge  its  enrollees  cannot  exceed  the  actuarial  value 
of  the  cost-sharing  provisions  of  the  hospital  and  supplementary 
medical  insurance  parts  of  the  medicare  program,  whichever  are 
applicable  to  the  enrollee.  If,  however,  the  organization  provides  its 
enrollees  services  in  addition  to  those  covered  under  medicare,  it  must 
inform  enrollees  of  the  portion  of  the  premium  applicable  to  such 
additional  services,  and  the  portion  applicable  to  medicare-covered 
services  may  not  exceed  the  actuarial  value  of  the  cost-sharing  provi- 
sions of  the  medicare  program.  The  reasonableness  of  premiums 
charged  for  additional  services  will  be  determined  by  the  Secretary 
in  accordance  with  regulations.  These  requirements  are  intended  to 
assure  that  beneficiaries  enrolled  with  health  maintenance  organiza- 
tions benefit  fully  from  their  medicare  coverage  and  are,  in  fact, 
charged  no  more  than  the  deductible  and  coinsurance  amounts.  This 
provision  will  also  help  to  assure  that  they  are  made  aware  of  the 
exact  cost  of  any  benefits  provided  by  the  health  maintenance  orga- 
nizations which  are  in  addition  to  medicare  coverage  and  that  such 
cost  is  reasonable  in  relation  to  the  additional  benefits  provided. 

Beneficiaries  enrolled  with  a  health  maintenance  organization  who 
are  dissatisfied  with  decisions  of  the  organization  as  to  benefit  cover- 
age would  have  the  right  to  a  hearing  before  the  Secretary,  in  which 
the  health  maintenance  organization  would  be  an  interested  party, 
and  to  judicial  review  with  respect  to  disputes  involving  amounts 
exceeding  specified  limits. 

Beneficiaries  could  terminate  their  enrollment  with  a  health  mainte- 
nance organization  and  revert  to  regular  coverage  under  the  program 
in  accordance  with  regulations.  It  is  expected  that,  generally,  dis- 
enrollment  would  take  effect  at  the  same  time  after  the  disenrollment 
request  as  is  the  case  now  with  respect  to  disenrollment  under  the 
supplementary  medical  insurance  program. 

Under  provisions  of  the  House  bill,  a  health  maintenance  organiza- 
tion would  be  treated  as  a  "provider  of  services,"  i.e.,  would  be  treated 
in  the  same  manner  that  hospitals,  extended  care  facilities  and  certain 
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other  individual  agencies  and  organizations  that  participate  in  the 
program.  Such  a  status  connotes  a  continuing  relationship  contingent 
upon  compliance  with  health  quality,  fiscal,  and  technical  conditions 
of  participation.  However,  effective  administration  of  the  health 
maintenance  organization  provision  will  require  an  active  and  com- 
prehensive role  by  the  Secretary  in  reviewing  and  evaluating  per- 
formance of  such  organizations  in  relation  to  the  total  range  of 
program  interests  including  responsiveness  to  beneficiary  needs  as 
well  as  adherence  to  fiscal  and  quality  standards.  The  committee  has 
therefore  amended  the  House  provision  to  establish  a  contractual 
relationship  between  the  Secretary  and  a  health  maintenance  organi- 
zation. Such  a  contract  Avould  be  renewable  annually  in  the  absence 
of  reasonable  advance  notice  by  either  party  of  intention  to  terminate 
at  the  end  of  the  current  term,  except  that  the  Secretary  could  termi- 
nate the  contract  at  any  time  (after  reasonable  notice  and  opportunity 
for  hearing)  if  he  finds  that  the  organization  has  failed  substantially 
to  carry  out  the  contract  or  is  carrying  it  out  in  a  manner  inconsistent 
with  efficient,  effective,  and  economical  administration  of  this  section. 

Under  this  provision,  it  is  expected  that  the  Secretary  will  issue 
regulations  establishing  means  for  effective  implementation  of  an 
ongoing  review  program  to  assure  that  the  health  maintenance  orga- 
nization effectively  fulfills  beneficiary  service  needs  by  adhering  to 
specified  minimum  requirements  for  full-time  qualified  medical  staff, 
keeping  beneficiaries  fully  informed  on  the  extent  of  coverage  of 
services  received  outside  the  organization,  taking  positive  actions  to 
assure  that  beneficiaries  are  not  deprived  of  benefits  through  devices 
such  as  scheduling  appointments  at  inconvenient  times  or  unwar- 
ranted delay  in  scheduling  of  elective  surgery,  and  avoiding  discrimi- 
nation against  poor  health  risks  through  selective  enrollment  or  poor 
service  aimed  at  encouraging  disenrollment  of  high  users  of  services. 
The  Secretary  is  also  expected  to  take  precautions  against  possible 
fiscal  abuse  of  the  program  by  examining  (and,  where  required,  taking 
exception  to)  any  arrangement  the  health  maintenance  organization 
may  have  Avith  providers,  including  related  organizations,  which 
appear  to  result  in  an  unwarranted  increase  in  costs  or  the  base 
premium  or  to  overstate  the  value  of  any  added  coverage  or  reduction 
of  the  deductible. 

The  committee  also  notes  that  some  potential  qualified  health 
maintenance  organizations  currently  have  enrollees  who  may  desire  to 
continue  membership  in  the  organization  but  who  do  not  wish  to  agree 
to  receive  covered  services  only  from  that  organization.  Since  it  would 
seem  inequitable  to  require  such  individuals  to  either  disenroll  imme- 
diately or  involuntarily  accept  a  limitation  on  their  access  to  covered 
services,  the  committee  has  added  a  provision  under  which  a  health 
maintenance  organization  could  continue  through  June  1974  to  be 
reimbursed  for  covered  care  provided  to  beneficiaries  who  were  mem- 
bers prior  to  July  1971  but  who  do  not  elect  the  option.  Program  pay- 
ments in  such  cases  would  be  determined  on  a  prospective  per  capita 
basis  similar  to  that  used  for  enrollees  who  elect  the  option,  with  ap- 
propriate payment  reductions  for  projected  out-of-plan  use  of  cov- 
ered services  by  such  enrollees. 

The  provision  would  become  effective  with  respect  to  services  pro- 
vided on  or  after  July  1, 1971. 
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Physical  and  Other  Therapy  Services  Under  Medicare 
(Sec.  254  of  the  bill) 

Under  present  law,  physical  therapy  is  covered  as  an  inpatient 
hospital  service,  an  inpatient  extended  care  service,  a  home  health 
service,  and  a  service  incident  to  physicians'  services.  Physical 
therapy  is  also  covered  when  furnished  under  prescribed  conditions 
by  a  participating  hospital,  extended  care  facility,  home  health 
agency,  clinic,  rehabilitation  agency,  or  public  health  agency  to  its 
outpatients.  The  physical  therapist  may  be  either  an  employee  of  the 
participating  facility  or  he  may  be  self-employed  and  furnish  his 
services  under  arrangements  with  and  under  the  supervision  of  the 
facility. 

The  House  bill  would  provide  for  coverage,  under  the  supple- 
mentary medical  insurance  program,  of  up  to  $100  per  calendar  year 
of  physical  therapy  services  furnished  by  a  licensed  physical  therapist 
in  his  office  or  in  the  patient's  home  under  a  physician's  plan.  Reim- 
bursement for  the  reasonable  charges  for  the  covered  services  rendered 
by  the  physical  therapist  would  be  made  either  to  the  beneficiary  or, 
on  assignment,  directly  to  the  physical  therapist. 

The  committee  has  been  advised  by  the  Department  of  Health, 
Education,  and  Welfare  that  the  House  bill  would  be  exceedingly 
difficult  to  administer  in  terms  of  assuring  the  provision  of  appro- 
priate services,  or  of  effectively  enforcing  the  health,  safety,  and 
quality  safeguards  embodied  in  present  law,  since  physical  therapists 
would  be  furnishing  services  outside  the  controlled  environment  of  an 
institutional  setting  or  responsibility.  Moreover,  this  provision  would 
compound  the  already  costly  and  troublesome  problem  of  restraining 
overutilization  of  physical  therapy  services.  The  committee  agrees 
with  the  Department  that  at  the  present  time  whatever  advantage 
might  accrue  to  beneficiaries  from  increased  availability  of  services 
would  be  at  the  expense  of  higher  benefit  and  administrative  costs. 
For  these  reasons,  the  committee  has  deleted  this  special  $100  feature 
of  the  House  bill. 

The  committee  is  concerned  about  the  few  cases  under  present  law 
where  an  inpatient  exhausts  his  inpatient  benefits  or  where  he  is 
otherwise  ineligible  for  hospital  insurance  inpatient  benefits  and  can 
continue  to  receive  supplementary  medical  insurance  reimbursement 
for  physical  therapy  treatment  only  if  the  hospital  or  extended  care 
facility  is  able  to  arrange  for  another  participating  facility  to  furnish 
the  physical  therapy  treatment  as  an  outpatient  service.  The  House 
bill  would  authorize  a  hospital  or  extended  care  facility  to  furnish  out- 
patient physical  therapy  services  to  its  inpatients  in  the  above 
categories.  The  committee  concurs  with  the  House  bill  on  this  pro- 
vision and  has  provided  an  effective  date,  for  this  subsection,  applying 
to  services  furnished  after  June  30,  1971. 

The  House  bill  also  includes  a  provision  for  controlling  program 
expenditures  and  for  preventing  abuses.  Under  the  provision  in  the 
House  bill,  the  reasonable  cost  of  physical  therapy  services  furnished 
by  a  provider  of  services,  or  by  others  under  an  arrangement  with 
such  provider,  may  not  exceed  an  amount  equal  to  the  salary  which 
would  have  reasonably  been  paid  to  a  physical  therapist  if  he  had 
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performed  the  services  as  an  employee.  While  the  committee  agrees 
that  effective  controls  are  necessary,  it  believes  that  the  House  pro- 
vision limiting  reimbursement  for  physical  therapy  services  to  a 
salary-equivalent  amount  does  not  take  into  account  expenses  a 
therapist  not  working  as  a  full-time  employee  would  have.  These 
expenses  may  include  costs  of  maintaining  an  office,  travel-time  and 
expense,  and  similar  costs.  The  committee  bill,  therefore,  modifies  the 
House  provision  to  limit  reimbursement  to  a  "salary-related"  basis 
which  would  permit  determinations  of  reasonable  cost  for  physical 
therapist  services  to  allow  for  additional  expenses  which  may  be  in- 
curred by  therapists  who  are  not  full-time  employees  of  a  facility. 
The  Secretary  would  determine  which  additional  expenses  would  be 
allowed.  The  committee  bill  would  further  modify  this  provision  of 
the  House  bill  to  extend  this  leimbursement  limitation  to  cover 
other  therapy  services  (such  as  occupational  therapy  and  speech 
therapy)  furnished  by  a  provider  of  services  or  by  others  under  an 
arrangement  with  a  participating  provider,  and  to  services  provided 
by  other  specialists  such  as  social  workers,  medical  records  librarians, 
dieticians,  etc. 

The  above  provision  would  be  effective  with  effect  to  accounting 
periods  beginning  on  or  after  July  1,  1971. 

Payment  for  Certain  Inpatient  Hospital  and  Medical  Services 
Furnished  Outside  the  United  States 
(Sec.  262  of  the  bill) 

The  House-approved  bill  provides,  with  respect  to  admissions  after 
December  31,  1970,  for  payment  of  medicare  benefits  for  inpatient 
hospital  services  furnished  outside  the  United  States  if  the  beneficiary 
is  a  resident  of  the  United  States  and  the  foreign  hospital  was  closer 
to,  or  substantially  more  accessible  from  his  residence  than  the  nearest 
hospital  in  the  United  States  which  was  suitable  and  available  for  his 
treatment.  For  such  beneficiaries,  benefits  would  be  payable  without 
regard  to  whether  an  emergency  existed  or  where  the  illness  or  accident 
occurred.  Only  patient  services  furnished  by  a  hospital  which 
has  been  accredited  by  the  Joint  Commission  on  Accreditation  of 
Hospitals  or  by  a  hospital-approval  program  having  essentially  com- 
parable standards  would  be  covered.  (The  House-approved  bill  would 
retain  the  provisions  of  present  law  with  respect  to  coverage  of  emer- 
gency inpatient  hospital  services  furnished  outside  the  United  States.) 

Under  the  bill  approved  by  the  House,  payment  for  all  covered 
hospital  services  furnished  outside  the  United  States  would  be  made 
on  essentially  the  same  basis  as  payment  for  emergency  services  fur- 
nished by  a  nonpar ticipating  hospital  within  the  United  States.  Where 
the  hospital  elected  to  bill  the  medicare  program  it  would  be  reim- 
bursed on  the  basis  of  the  reasonable  cost  of  the  covered  services 
furnished  the  beneficiary,  as  is  now  done  with  respect  to  emergency 
services  furnished  by  a  nonparticipating  hospital  which  furnishes 
actual  cost  data.  Where  payment  could  not  be  made  solely  because 
the  hospital  did  not  elect  to  bill  the  program,  benefits  would  be  pay- 
able directly  to  the  beneficiary  on  the  basis  of  an  itemized  bill  if  he 
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filed  an  acceptable  application  for  reimbursement.  Subject  to  the 
appropriate  deductibles  and  coinsurance,  the  beneficiary  would  be 
reimbursed  in  an  amount  equal  to  60  percent  of  the  hospital's  reason- 
able charges  for  "routine  services"  in  the  room  occupied  by  him  or  in 
semiprivate  accommodations,  whichever  is  less,  plus  80  percent  of 
the  hospital's  reasonable  charges  for  "ancillary  services,"  or,  if  sepa- 
rate charges  for  routine  and  ancillary  services  are  not  made  by  the 
hospital,  two-thirds  of  the  hospital's  total  charges. 

The  committee  is  fully  in  agreement  with  the  objective  of  the  House 
bill  but  it  is  concerned  that  the  hospital  services  that  would  be  covered 
under  this  proposal,  along  with  the  coverage  provided  under  present 
law  for  emergency  hospital  services  outside  the  United  States,  would 
not  adequately  protect  medicare  beneficiaries  against  other  medically 
necessary  health  care  costs  which  they  may  incur  while  receiving 
covered  foreign  inpatient  hospital  care.  Therefore,  the  committee  has 
amended  the  House-approved  bill  to  provide  for  coverage  under  the 
medical  insurance  program  of  medically  necessary  physicians'  services 
and  ambulance  services  furnished  in  conjunction  with  covered  foreign 
inpatient  hospital  services. 

The  committee's  bill  would  limit  payment  for  physicians'  services  to 
the  period  of  time  during  which  the  individual  is  eligible  to  have  pay- 
ment made  for  the  foreign  inpatient  hospital  services  he  receives. 
Further,  the  Secretary  would  be  authorized  to  establish,  by  regula- 
tions, reasonable  limitations  upon  the  amount  of  a  foreign  physician's 
charge  that  would  be  accepted  as  reimbursable  under  the  medical 
insurance  program.  In  recognition  of  the  administrative  difficulties 
that  would  arise  in  applying  the  assignment  method  of  reimbursement 
to  medical  services  furnished  in  other  countries,  the  committee's  bill 
would  provide  that  benefits  for  foreign  physicians'  and  ambulance 
services  would  be  payable  only  in  accordance  with  the  itemized  bill 
method  of  reimbursement  provided  for  under  present  law. 

This  provision  would  apply  to  services  furnished  with  respect  to 
hospital  admissions  occurring  after  June  30,  1971. 

3.  NEW  PROVISIONS  ADDED  BY  THE  COMMITTEE 

Provide  That  Services  of  Optometrists  in  Furnishing 
Prosthetic  Lenses  Not  Require  a  Physician's  Order 

(Sec.  203  of  the  bill) 

Under  present  law,  optometric  services  are  not  covered  except  with 
respect  to  services  incidental  to  the  fitting  and  supplying  of  prosthetic 
lenses  ordered  by  a  physician.  The  House  bill  does  not  provide  for 
any  change  in  the  present  limitation  on  coverage  of  optometric  serv- 
ices. However,  in  its  report  accompanying  the  bill,  the  Committee  on 
Ways  and  Means  directed  the  Department  of  Health,  Education,  and 
Welfare  to  study  the  present  coverage  of  optometric  services  in  the 
interest  of  removing  any  existing  inequity. 

The  committee  believes  that  the  medicare  requirement  that  a  phy- 
sician's prescription  or  order  acccmpany  requests  for  payment  for 
covered  prosthetic  lenses  when  such  lenses  are  furnished  by  an  optome- 
trist unduly  limits  both  patient  and  optometrist  and  should  be 
eliminated.  The  patient's  freedom  to  choose  either  an  ophthalmologist 
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or  an  optometrist  to  furnish  him  with  prosthetic  lenses  should  no 
longer  be  restricted  by  this  requirement. 

The  committee  bill  would  recognize  the  ability  of  an  optometrist 
to  determine  a  beneficiary's  need  for  prosthetic  lenses  by  amending 
the  definition  of  the  term  "physician"  in  title  XVIII  to  include  a 
doctor  of  optometry  authorized  to  practice  optometry  by  the  State  in 
which  he  furnishes  services.  An  optometrist  would  be  recognized  as  a 
"physician"  only  for  the  purpose  of  attesting  to  the  patient's  need  for 
prosthetic  lenses.  (Of  course,  neither  the  physician  nor  the  optometrist 
would  be  paid  by  medicare  for  refractive  services  when  the  beneficiary 
has  been  given  a  prescription  by  a  physician  for  the  necessary  pros- 
thetic lenses.)  This  change  would  not  provide  for  coverage  of  services 
performed  by  optometrists  other  than  those  covered  under  present 
law,  nor  would  it  permit  an  optometrist  to  serve  as  a  "physician"  on 
a  professional  standards  review  organization. 

The  amendment  would  become  effective  upon  enactment. 

Coverage  of  Supplies  Related  to  Colostomies 
(Sec.  204  of  the  bill) 

Medicare  covers  the  bag  and  straps  which  must  be  used  in  conjunc- 
tion with  some  colostomies  (an  artificial  opening  of  the  bowel  to  the 
abdominal  wall  which  is  often  made  necessary  by  surgery  for  cancer 
of  the  bowel) .  The  equipment  is  covered  as  it  is  considered  a  prosthetic 
device  (a  replacement  for  a  body  organ) . 

Some  bowel  cancer  patients  have  surgery  which  results  in  a  different 
type  of  colostomy  necessitating  daily  irrigation  and  flushing  rather 
than  permanent  attachment  of  a  bag.  Medicare  does  not  cover  this 
irrigation  and  flushing  equipment,  since  it  is  not  permanently  attached 
to  the  body  and  is  therefore  not  considered  a  prosthetic  device.  This 
results  in  unequal  treatment  by  the  program  of  patients  with 
colostomies. 

The  committee  bill  would  add  a  phrase  to  the  statute  to  include 
coverage  for  material  directly  related  to  the  care  of  a  colostomy. 
The  amendment  is  effective  upon  enactment. 

Coverage  or  Chiropractic  Services 
(Sec.  205  and  280  of  the  bill) 

Under  the  House  bill,  the  Secretary  would  be  required  to  conduct  a 
study  of  chiropractic  services  covered  under  State  plans  approved 
under  title  XIX.  The  study  would  determine  whether  and  to  what 
extent  chiropractic  services  should  be  covered  under  the  supplementary 
medical  insurance  program  of  title  XVIII,  giving  particular  atten- 
tion to  the  limitations  which  should  be  placed  on  such  coverage  and 
on  the  amounts  to  be  paid  for  whatever  services  might  be  furnished. 
The  Committee  on  Finance  believes,  however,  that  further  study  of 
chiropractic  services  under  other  plans  is  not  required  to  support  cov- 
erage of  the  services  of  chiropractors  under  the  supplementary  medical 
insurance  program. 

In  providing  coverage  for  the  services  of  chiropractors,  the  com- 
mittee recognizes  the  need  for  controls  on  the  quality,  cost,  and 
utilization  of  such  services.  Accordingly,  the  committee  bill  would 
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broaden  the  definition  of  the  term  "physician"  in  title  XVIII  to  in- 
clude a  licensed  chiropractor  who  also  meets  uniform  minimum  stand- 
ards to  be  promulgated  by  the  Secretary.  The  committee  believes  that 
at  least  uniform  minimum  standards  of  the  following  kinds  should 
underlie  licensure:  satisfactory  evidence  of  preliminary  education 
equal  to  the  requirements  for  graduation  from  an  accredited  high 
school  or  other  secondary  school;  a  diploma  issued  by  a  college  of 
chiropractic  approved  by  the  State's  chiropractic  examiners  and 
where  the  practitioner  has  satisfied  the  requirements  for  graduation 
including  the  completion  of  a  course  of  study  covering  a  period  of 
not  less  than  three  school  years  of  six  months  each  year  in  actual 
continuous  attendance  covering  adequate  courses  of  study  in  the 
subjects  of  anatomy,  physiology,  symptomatology  and  diagnosis, 
hygiene  and  sanitation,  chemistry,  histology,  pathology,  and  prin- 
ciples and  practice  of  chiropractic,  including  clinical  instruction  in 
vertebral  palpation,  nerve  tracing  and  adjusting;  and  passage  of  an 
examination  prescribed  by  the  State's  chiropractic  examiners  cover- 
ing said  subjects.  Moreover,  the  committee  does  not  intend  that  the 
practice  of  operative  surgery,  osteopathy,  or  administering  or  pre- 
scription of  any  drug  or  medicine  included  in  material  medica 
should  be  covered  by  the  practice  of  chiropractic.  Such  standards 
would  also  be  applicable  to  coverage  of  chiropractic  services  under 
medicaid. 

The  services  furnished  by  chiropractors  would  be  covered  under  the 
program  as  "physicians'  services,"  but  only  with  respect  to  treatment 
of  the  spine  by  means  of  manual  manipulation  which  the  chiropractor 
is  legally  authorized  to  perform.  As  with  other  program  benefits,  the 
committee  is  aware  of  the  possible  overutilization  of  chiropractic  serv- 
ices, and  expects  that  the  Secretary  will  issue  guidelines  to  medicare 
carriers  for  use  in  review  of  bills  for  such  services,  to  assure  proper 
usage  of  the  benefit. 

The  amendment  would  become  effective  with  respect  to  services  pro- 
vided on  and  after  July  1, 1971. 

Conform   Medicare   and   Medicaid   Standards   for  Nursing 

Facilities 

(Sec.  240  of  the  bill) 

At  the  present  time,  the  conditions  of  participation  for  extended 
care  facilities  under  medicare  and  the  standards  required  of  skilled 
nursing  homes  under  medicaid  are  identical  in  some  respects  and 
similar  in  others.  In  large  part,  medicaid  skilled  nursing  homes  were 
substantially  upgraded  as  a  consequence  of  the  specific  statutory 
requirements  applicable  to  such  homes  which  were  included  in  the 
Social  Security  Amendments  of  1967. 

While  the  emphasis  of  the  care  under  the  two  programs  may  differ 
somewhat — medicare  focusing  on  the  short-term  care  patient  and 
medicaid  on  the  long-term  patient — patients  under  both  plans  require 
the  availability  of  essentially  the  same  types  of  services  and  are  often 
in  the  same  institution.  Indeed,  not  infrequently,  after  expiration  of 
medicare  benefits,  the  patient  may  remain  in  the  same  facility — even 
in  the  same  room— continuing  on  as  a  medicaid  recipient. 

Because  of  the  substantial  similarities  in  the  services  required  of 
skilled  nursing  facilities  under  the  two  programs,  the  existence  of 
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separate  requirements  (which  may  differ  only  slightly)  and  separate 
certification  processes  for  determining  institutional  eligibility  to  par- 
ticipate in  either  program,  is  both  administratively  cumbersome  and 
unnecessarily  expensive.  The  same  facility  is  more  often  than  not 
approved  to  provide  care  under  both  medicare  and  medicaid. 

The  committee  believes  it  would  be  desirable  to  apply  a  single  set 
of  standards  relative  to  health,  safety,  environmental  conditions,  and 
staffing,  with  respect  to  skilled  nursing  facilities  under  both  medicare 
and  medicaid.  As  provided  in  the  House  bill,  States  would  also  be 
expected  to  consolidate  certification  activities  for  both  programs  in  a 
single  State  agency.  The  committee  intends  that  the  single  State 
agency  cany  out  its  responsibilities  to  the  greatest  extent  possible 
through  means  of  a  single  consolidated  survey  to  determine  a  facility's 
qualifications  for  medicare  and  medicaid. 

The  committee  amendment  is  not  intended  to  result  in  any  dilution 
or  weakening  of  standards  for  skilled  nursing  facilities.  For  that 
reason,  the  amendment  provides  that  a  higher  standard  as  judged  by 
the  Secretary  of  Health,  Education,  and  Welfare  in  one  program — 
whether  the  standard  is  a  current  requirement  or  one  required  in  the 
future — shall  be  applicable  to  the  other  program  as  well.  Any  waiver 
of  a  standard  applicable  to  both  programs  may  be  applied  only  if 
acceptable  under  both  programs.  Additionally,  a  State  may  continue  to 
require  higher  standards  of  skilled  nursing  facilities  than  those  man- 
dated by  Federal  statute  and  regulation.  In  case  a  State  imposes 
additional  requirements  in  its  own  right,  then,  as  under  present  section 
1863  of  the  Social  Security  Act,  those  standards  shall  apply  to  both 
medicare  and  medicaid  skilled  nursing  facilities  in  that  State. 

The  above  provisions  are  effective  July  I,  1971. 

Provide  for  Simplified  and  More  Economical  Reimbursement 
of  Extended  Care  Facilities 

(Sec.  241  of  the  bill) 

Under  present  law,  extended  care  facilities,  as  well  as  other  providers 
of  service,  are  reimbursed  for  the  reasonable  cost  of  covered  services 
furnished  to  medicare  beneficiaries.  Since  actual  cost  cannot  be 
accurately  determined  until  after  the  close  of  an  accounting  period,  a 
facility  is  reimbursed  with  interim  payments  based  upon  its  esti- 
mated costs.  However,  upon  analysis  of  an  annual  cost  report  sub- 
mitted by  providers  which  identifies  the  actual  costs  incurred  through 
cost  findmg  and  cost  apportionment,  a  retroactive  adjustment  is  made 
for  any  difference  between  the  interim  payments  made  and  the  pro- 
gram's share  of  the  provider's  actual  costs,  to  the  extent  they  are 
deemed  reasonable. 

Under  medicaid,  States  generally  establish  (in  advance)  per  diem 
or  similar  basic  rates  payable  for  patients  receiving  skilled  nursing 
home  care.  Such  rates  ordinarily  reflect  estimates  of  the  costs  of  pro- 
viding routinely  required  care  to  eligible  recipients. 

The  committee  recognizes  that  the  existing  reasonable  cost  approach 
of  the  medicare  program  has  created  certain  difficulties  for  extended 
care  facilities.  It  is  aAvare  that  complaints  have  been  voiced  about 
the  complexity  of  medicare  cost-finding  and  recordkeeping  require- 
ments and  that  problems  might  result  from  the  standpoint  of  effective 
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financial  management  because  of  the  facility's  failure  to  know  in 
advance  the  actual  payments  that  will  be  received.  The  committee 
is  also  cognizant  of  the  fact  that  the  existing  reimbursement  formula, 
as  applied,  with  its  retrospective  adjustment  provision,  may  offer 
little  or  no  incentive  to  contain  costs  or  to  control  the  type  and  extent 
of  services  furnished  since  actual  costs  incurred  are  almost  always 
reimbursed. 

On  the  other  hand,  under  the  medicaid  program  States  generally 
establish  (in  advance)  per  diem  or  monthly  rates  for  patients  receiving 
skilled  nursing  care.  These  facilities  generally  know  in  advance  the  in- 
come they  can  expect  to  derive  from  services  furnished  to  eligible 
patients  and  this  knowledge  probably  contributes  to  more  effective 
budgeting  and  planning. 

The  type  of  facility,  requirements  for  participation,  and  range  of 
services  provided,  do  not  differ  substantially  as  between  a  fully 
qualified  extended  care  facility  in  medicare  and  a  fully  qualified 
skilled  nursing  home  in  medicaid. 

The  committee  bill,  therefore,  authorizes  the  Secretary  to  apply, 
in  establishing  reasonable  cost  payments  for  extended  care  facilities 
for  any  State  (on  a  total,  class,  size,  or  other  appropriate  basis)  the 
rates  developed  in  the  State  under  medicaid  for  basic  reimbursement 
of  skilled  nursing  care,  provided  he  finds,  based  upon  information 
and  data  supplied  by  a  State,  that  such  rates  are  reasonably  related 
to  the  costs  of  care  (room,  board,  routine  nursing  and  other  routine 
services)  in  facilities  generally  comparable  to  those  participating  in 
medicare. 

The  committee  recognizes  that  various  types  of  reimbursement 
methods  developed  by  States  under  medicaid  might  be  found  to 
satisfy  the  above  requirement  where  they  are  based  upon  estimates 
(through  sampling  or  other  techniques)  of  the  costs  of  skilled  nursing 
care  in  comparable  facilities.  For  example,  although  frequently  a  single 
or  overall  State  rate  of  reimbursement  for  skilled  nursing  care  covered 
by  medicaid  is  established,  in  some  States  varying  rates  of  reimburse- 
ment are  established  for  different  categories  of  institutions  or  for 
different  classes  of  patients.  In  other  States,  actual  costs  are  reim- 
bursed subject  to  certain  maximum  limitations.  In  each  of  these 
the  State  rates  may  or  may  not  be  reasonably  related  to  the  cost  of 
services  in  groups  of  facilities  participating  in  medicare. 

Where  a  State's  basic  rates  of  reimbursement  for  skilled  nursing 
care  under  medicaid  are  predicated  upon  analyses  of  costs  for  care  in 
such  facilities  and  the  Secretary  'is  satisfied  that  the  analyses  under- 
taken by  the  State  adequately  reflect  the  reasonable  costs  of  care, 
reimbursement  for  post-hospital  extended  care  under  medicare 
should  be  based  upon  or  limited  to  the  same  rates  of  payment.  The 
criterion  to  be  applied  by  the  Secretary  is  that  the  State's  rates  of 
payment  be  appropriately  related  to  reasonable  costs.  The  Secretary 
would  be  permitted  to  adjust  a  rate  where  appropriate,  to  reimburse 
for  specific  factors  related  to  medicare  requirements  (such  as  be'd 
availability,  type  of  occupancy  covered,  any  additional  administrative 
costs)  which  are  not  considered  by  the  State  or  included  in  the  compu- 
tation of  its  medicaid  rates.  Such  adjustments  would  be  distilled  into 
a  percentage  factor  (not  in  excess  of  10  percent)  so  as  to  simplify 
reimbursement.  Thus,  conceivably,  where  facilities  in  a  State  demon- 
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strate  to  the  Secretary  and  the  State  advises  that  medicaid  in  that 
State  compensates  on  a  basis  of  more  patients  in  a  room  than  does 
medicare  or  does  not  include  payment  for  a  service  covered  by  medi- 
care, he  might  reimburse  such  institutions  on  the  basis  of  the  medicaid 
rate  plus  a  percentage  adjustment.  These  percentage  adjustments 
should  be  made  on  a  geographic  basis  or  on  the  basis  of  classes  of 
facilities  and  not  on  an  institution-by-institution  basis. 

Where  a  skilled  nursing  facilit}^  is  a  distinct  part  of,  or  directly 
operated  by  a  hospital,  reimbursement  would  be  made  for  care  in  such 
facilities  in  the  same  manner  as  is  applicable  to  the  hospital's  costs. 
Where  a  skilled  nursing  facility  functions  in  a  close  formal  medical 
satellite  relationship  with  a  hospital  (which  would  be  denned  in  regu- 
lations of  the  Secretary)  reimbursement  would  be  made  on  the  basis 
of  costs  not  to  exceed  150  percent  of  the  adjusted  medicaid  rates  of 
payment  (if  the  Secretary  applies  such  rates  to  medicare  facilities  in 
that  State)  for  care  in  that  facility  (or  comparable  facility). 

This  approach  avoids  substantial  auditing  and  cost-finding  ex- 
pense and  provides  a  means  of  making  equitable  adjustments  where 
appropriate. 

A  facility  located  in  a  State  whose  medicaid  rates  of  reimbursement 
for  skilled  nursing  care  are  not  adopted  by  the  Secretary  on  a  total, 
class,  size,  or  other  appropriate  basis  applicable  to  that  facility  will 
continue  to  be  reimbursed  under  normal  medicare  methods. 

The  amendment  would  be  effective  with  respect  to  accounting 
periods  beginning  on  or  after  July  1,  1971. 

Provide  for  Reasonable  Approval  of  Rural  Hospitals 

(Sec.  242  of  the  bill) 

According  to  policy  established  by  the  Social  Security  Administra- 
tion, a  hospital  or  extended  care  facility  is  certified  for  participation 
in  medicare  if  it  is  in  full  compliance  (meets  all  the  requirements  of 
the  Social  Security  Act  and  is  in  accordance  with  all  regulatory  re- 
quirements for  participation),  or  if  it  is  in  "substantial"  compliance 
(meets  all  the  statutory  requirements  and  the  most  important  regu- 
latory conditions  for  participation).  Thus,  while  an  institution  may 
be  deficient  with  respect  to  one  or  more  standards  of  participation,  it 
may  still  be  found  to  be  in  substantial  compliance,  if  the  deficiencies 
do  not  represent  a  hazard  to  patient  health  or  safety,  and  efforts  are 
being  made  to  correct  the  deficiencies. 

It  has  been  recognized  that  there  is  a  need  to  assure  continuing 
availability  of  medicare-covered  institutional  care  in  rural  areas, 
many  of  which  may  have  only  one  hospital,  without  jeopardizing  the 
health  and  safety  of  patients.  To  achieve  this  objective,  the  approach 
has  been  adopted  by  Social  Security  of  certifying  "access"  hospitals 
while  documenting  their  deficiencies  and  requiring  upgrading  of  plant 
and  staff.  State  agencies  have  also  been  required  to  provide  consulta- 
tion and  assistance  to  these  facilities  in  an  effort  to  help  them  achieve 
compliance  with  the  standards.  Certain  "access"  hospitals,  to  the 
extent  that  they  are  capable,  have  succeeded  in  overcoming  deficien- 
cies; however,  other  hospitals  have  not  demonstrated  sufficient  willing- 
ness to  take  the  steps  necessary  to  correct  deficiencies  and  have  instead 
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been  willing  to  continue  as  H access"  hospitals  with  all  the  limitations 
in  quality  care  that  this  status  entails.  In  other  areas,  some  rural 
hospitals  despite  good  faith  efforts  have  been  unable  to  secure  required 
personnel  or  otherwise  comply. 

To  deal  with  the  dilemma  created  by  the  need  to  assure  the  avail- 
ability of  hospital  services  of  adequate  quality  in  rural  areas  and  the 
fact  that  existing  shortages  of  qualified  nursing  personnel  generally 
make  it  difficult  for  some  rural  hospitals  to  meet  the  nursing  staff 
requirements  of  present  law,  the  committee's  bill  would  authorize 
the  Secretary,  under  certain  conditions,  to  waive  the  requirement 
that  an  access  hospital  have  registered  professional  nurses  on  duty 
around  the  clock.  This  requirement  could  be  waived  only  if  the 
Secretary  finds  that  the  hospital: 

(a)  has  a  registered  nurse  at  least  on  the  daytime  shift  and  has 
made  and  is  continuing  to  make  a  bona  fide  effort  to  comply  with 
the  registered  nursing  staff  requirement  with  respect  to  other 
shifts  (which,  in  the  absence  of  an  R.N.,  are  covered  by  licensed 
practical  nurses)  but  is  unable  to  employ  the  qualified  personnel 
necessary  because  of  nursing  personnel  shortages  in  the  area;  and 

(b)  is  located  in  an  isolated  geographical  area  in  which  hospital 
facilities  are  in  short  supply  and  the  closest  other  facilities  are 
not  readily  accessible  to  people  of  the  area;  and 

(c)  nonparticipation  of  the  "access"  hospital  would  seriously 
reduce  the  availability  of  hospital  services  to  medicare  bene- 
ficiaries residing  in  the  area. 

Under  the  provision,  the  Secretary  would  regularly  review  the  situ- 
ation with  respect  to  each  hospital,  and  the  waiver  would  be  granted 
on  an  annual  basis  for  not  more  than  a  one-year  period.  The  waiver 
authority  would  be  applicable  only  with  respect  to  the  nursing  staff 
requirement;  no  waiver  authority  would  be  provided  under  the 
amendment  with  respect  to  any  other  conditions  of  participation 
relating  to  health  and  safety. 

The  proposed  waiver  authority  would  expire  December  31,  1975. 

Intermediate  Care  Facilities 
(Sees.  243  and  269  of  the  bill) 

In  order  to  provide  a  less  costly  institutional  alternative  to  skilled 
nursing  home  care,  the  committee  and  the  Congress  approved  in  1967 
an  amendment  to  title  XI  of  the  Social  Security  Act  which  authorized 
Federal  matching  for  a  new  classification  of  care  provided  in  "inter- 
mediate care  facilities."  The  provision  was  intended  to  provide  a 
means  for  appropriate  placement  of  patients  professionally  determined 
to  be  in  need  of  health-related  supportive  institutional  care  but  not 
care  at  the  skilled  nursing  home,  or  mental  hospital  level. 

The  intermediate  care  benefit  was  not  intended  to  cover  care  which 
was  essentially  residental  or  boarding  home  in  nature.  It  was  not 
intended  to  provide  a  refuge  for  substandard  nursing  homes  which 
would  not  or  could  not  meet  medicaid  standards.  It  was  not  intended 
as  a  placement  device  whereby  States  could  reduce  costs  through 
wholesale  and  indiscriminate  transfer  of  patients  from  skilled  nursing 
homes  to  intermediate  care  without  careful  and  independent  medical 
review  of  each  patient's  health  care  needs. 
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Many  thousands  of  patients  are  in  skilled  nursing;  homes  who  do  not 
need  that  level  of  care,  according  to  recent  General  Accounting  Office 
and  HEW  audit  reports.  Thousands  of  those  people  are  in  skilled 
nursing  homes  because  their  States  have  not  as  yet  established  inter- 
mediate care  programs. 

The  committee  has  therefore,  included  an  amendment  to  clarify 
congressional  intent  with  respect  to  intermediate  care  and  to  make 
such  care,  where  appropriate,  more  generally  available  as  an  alter- 
native to  costlier  skilled  nursing  home  or  hospital  care. 

The  committee  amendment  is  designed  to  make  it  clear  that  inter- 
mediate care  coverage  is  for  persons  with  health-related  conditions  who 
require  care  beyond  residential  care  or  boarding  home  care,  and  who, 
in  the  absence  of  intermediate  care  would  require  placement  in  a 
skilled  nursing  home  or  mental  hospital. 

The  committee  amendment  would  require  an  intermediate  care 
facility  to  have  at  least  one  full-time  licensed  practical  nurse  on  its 
staff  and  to  meet  such  other  standards,  prescribed  by  the  Secretary, 
as  are  deemed  necessary  to  assist  in  meeting  the  needs  of  the  types  of 
patients  expected  to  be  placed  in  such  institutions. 

The  amendment  also  provides  for  the  transfer  of  the  intermediate 
care  provisions  from  title  XI  of  the  Social  Security  Act  to  title  XIX 
(medicaid).  This  action  will  enable  the  medically  indigent,  presently 
ineligible  for  intermediate  care,  to  receive  such  care  when  it  has  been 
determined  as  appropriate  to  their  health  care  needs.  This  change 
should  also  serve  to  end  the  practice,  in  some  States,  of  keeping 
medically  indigent  patients  in  skilled  nursing  homes  where  they 
could  more  appropriately  be  cared  for  in  intermediate  care  facilities. 
Such  States  do  so  because,  under  present  law,  Federal  matching 
funds  are  available  toward  the  costs  of  skilled  nursing  home  care 
provided  medically  indigent  persons  but  not  for  care  of  those  people 
in  intermediate  care  facilities. 

The  committee  amendment  would  also  authorize  Federal  matching 
under  medicaid  for  care  of  the  mentally  retarded  in  public  institutions 
which  are  classified  as  intermediate  care  facilities.  Matching  would  be 
available  only  in  a  properly  qualified  institution  meeting  standards 
(in  addition  to  those  required  of  an  ICF)  established  by  the  Depart- 
ment for  mentally  retarded  persons  (other  than  those  primarily 
receiving  custodial  care)  receiving  an  active  program  of  health- 
related  treatment  or  rehabilitation.  States  would  not  be  eligible  for 
the  additional  Federal  matching  funds  unless  they  maintained  the 
level  of  State  and  local  funds  expended  for  care  of  the  mentally 
retarded.  The  purpose  here  is  to  improve  medical  care  and  treatment 
of  the  mentally  retarded  rather  than  to  simply  substitute  Federal 
dollars  for  State  dollars. 

The  committee  agrees  with  the  House  of  Representatives  that  in- 
termediate care  is  by  definition  less  extensive  than  skilled  nursing 
home  care  and  that  the  cost  of  intermediate  care  should  generally  be 
significantly  less  per  diem  than  skilled  nursing  home  care  in  the  s  ame 
area. 

In  view  of  the  rapidly  increasing  expenditures  for  intermediate 
care  and  in  view  of  the  extension  of  intermediate  care  to  the  medically- 
indigent,  the  committee  has  added  another  provision  to  its  amend- 
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ment  requiring  regular  independent  professional  review  of  patients 
in  intermediate  care  facilities.  Teams,  headed  by  either  a  physician 
or  a  registered  nurse,  would  regularly  review,  on  site,  the  nature  of 
the  care  required  and  provided  to  each  intermediate  care  recipient. 
That  review  would  be  undertaken  on  a  patient-by-patient  basis  and 
may  not  be  performed  at  a  distance  or  without  reference  to  the 
specific  circumstances  of  the  individual  patient. 

The  committee  reiterates  the  concern  it  has  previously  expressed 
with  respect  to  the  failure  of  many  States  to  properly  undertake  the 
independent  medical  audit  of  skilled  nursing  home  and  mental 
hospital  patients  to  assure  that  each  patient  for  whom  Federal  funds 
is  provided  is  in  the  right  place  at  the  right  time  receiving  the  right 
care.  This  shortcoming  among  the  States  has  characterized  placement 
and  review  of  intermediate  care  patients  heretofore.  Each  skilled 
nursing  home,  each  mental  hospital  patient,  and  each  intermediate 
care  patient  must  be  individually  reviewed  by  an  independent  team 
to  assure  proper  placement.  Wholesale  and  general  review  lor  purposes 
of  what  is  virtually  cursory  compliance  with  Federal  requirements 
must  not  be  permitted  by  the  Department  of  Health,  Education,  and 
Welfare.  Where  such  independent  audits  and  other  utilization  review 
requirements  are  not  properly  carried  out,  the  committee  expects 
that  the  Secretary  will,  in  accordance  with  section  225  of  the  bill, 
promptly  act  to  reduce  Federal  matching  rates  toward  costs  of  the 
institutional  care  involved  until  proper  compliance  is  forthcoming 
from  a  State. 

The  amendment  is  effective  July  1, 1971. 

Direct  Laboratory  Billing  of  Patients 
(Sec.  244  of  the  bill) 

Payment  under  medicare  for  low  cost  diagnostic  laboratory  tests 
covered  under  the  supplementary  medical  insurance  program  presents 
a  problem  when  patients  are  billed  directly  for  such  services  by  the 
laboratory  and  assign  their  claims  for  medicare  payment  of  a  portion 
of  the  cost  of  the  laboratory.  The  problem  is  that  the  cost  of  collection 
of  an  individual  bill  is  large  compared  with  the  amount  of  the  bill, 
particularly  with  respect  to  collection  of  the  coinsurance  portion.  For 
example,  where  a  bill  for  a  laboratory  service  is  $1.50,  medicare  will 
pay  only  80  percent,  or  $1.20,  and  thelaboratory  must  bill  the  patient 
for  the  30  cents  coinsurance  for  which  he  is  responsible.  The  cost  to 
the  laboratory  may  exceed  30  cents,  a  situation  which  might  result 
in  the  laboratory  raising  its  fee  for  such  service  to  $2.00,  so  that  it 
could  collect  its  full  charge  from  medicare  without  billing  the  patient. 

The  committee  therefore  added  a  provision  to  the  House  bill,  with 
respect  to  diagnostic  laboratory  tests  for  which  payment  is  to  be  made 
to  the  laboratory,  so  that  the  Secretary  be  authorized  to  negotiate 
a  payment  rate  with  the  laboratory  which  would  be  considered  the  full 
charge  for  such  tests,  for  which  reimbursement  would  be  made  at  100 
percent  of  such  negotiated  rate.  However,  such  negotiated  rate  would 
be  limited  to  an  amount  not  to  exceed  the  total  payment  that  would 
have  been  made  in  the  absence  of  such  rate. 

The  amendment  is  effective  upon  enactment. 
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Professional  Standards  Review  Organization 
(Sec.  245  of  the  bill) 

INTRODUCTION 

According  to  the  most  recent  estimates  the  costs  of  the  medicare 
hospital  insurance  program  will  overrun  the  estimates  made  in  1967, 
by  $216  billion  over  a  25-year  period.  The  monthly  premium  costs  for 
part  B  of  medicare — doctors'  bills — rose  from  a  total  of  $6  monthly 
per  person  on  July  1,  1966,  to  $10.60  per  person  on  July  1,  1970. 
Medicaid  costs  are  also  rising  at  similar  precipitous  rates. 

The  rapidly  increasing  costs  of  these  programs  are  attributable  to 
two  factors.  One  of  these  is  an  increase  in  the  unit  cost  of  services 
such  as  physicians'  visits,  surgical  procedures,  and  hospital  days.  The 
House  bill  contains  a  number  of  desirable  provisions  which  the  Com- 
mittee on  Finance  believes  will  be  successful  in  helping  to  moderate 
these  unit  costs.  . 

The  second  factor  which  is  responsible  for  the  increase  in  the  costs 
of  the  medicare  and  medicaid  programs  is  an  increase  in  the  number  of 
services  provided  to  beneficiaries.  The  Committee  on  Finance  has 
focused  its  attention  on  methods  of  assuring  proper  utilization  of  these 
services.  The  committee  feels  that  utilization  controls  are  particularly 
important  in  light  of  the  hearings  conducted  by  the  Subcommittee 
on  medicare  and  medicaid.  A  number  of  witnesses  testified  that  a 
significant  number  of  the  health  services  provided  under  medicare 
and  medicaid  are  in  excess  of  those  which  would  be  found  medically 
necessary.  In  view  of  the  per  diem  costs  of  hospital  and  nursing  home 
care,  and  the  costs  of  medical  and  surgical  procedures,  the  economic 
impact  of  this  overutilization  becomes  extremely  significant.  Aside 
from  its  economic  impact  the  committee  is  also  concerned  about 
the  effect  of  overutilization  on  the  health  of  the  aged  and  the  poor. 
Unnecessary  hospitalization  and  unnecessary  surgery  are  not  con- 
sistent with  proper  health  care. 

REVIEW  OF  PRESENT  UTILIZATION  CONTROLS 

The  committee  has  found  that  present  utilization  review  require- 
ments and  activities  are  not  adequate. 

Under  present  law,  utilization  review  by  physician  staff  committees 
in  hospitals  and  extended  care  facilities  and  claims  review  by  medicare 
carriers  and  intermediaries  is  required.  These  processes  have  a  num- 
ber of  inherent  defects.  Review  activities  are  not  coordinated  between 
medicare  and  medicaid.  Present  processes  do  not  provide  for  an  inte- 
grated review  of  all  covered  institutional  and  noninstitutional  services 
which  a  beneficiary  may  receive.  The  reviews  are  not  based  upon 
adequately  developed  norms  of  care.  Additionally,  there  is  insufficient 
professional  participation,  in,  and  support  of,  claims  review  by  carriers 
and  intermediaries  and  consequently  there  is  only  limited  acceptance 
of  their  review  activities.  With  respect  to  the  quality  of  care  provided, 
only  institutional  services  are  subject  to  quality  control  under  medi- 
care, and  then  only  indirectly  through  the  application  of  conditions  of 
participation. 
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Under  present  law,  each  hospital  and  extended  care  facility  must 
have  a  utilization  review  plan  covering  services  provided  to  medicare 
patients  which  provides  for  review,  on  a  sample  or  other  basis,  of 
admissions,  duration  of  stays,  and  the  professional  services  furnished. 
The  review  is  to  include  consideration  as  to  the  medical  necessity 
of  the  services  and  the  efficient  use  of  health  facilities  and  services. 
The  utilization  review  is  undertaken  by  either  (1)  a  group,  including 
at  least  two  physicians,  organized  within  the  institution  or  (2)  a 
group  (including  at  least  two  physicians)  organized  by  a  local  medical 
society  or  other  group  approved  by  the  Secretary  of  Health,  Education, 
and  Welfare.  The  statute  provides  also  that  the  utilization  review 
group  must  be  organized  as  in  (2)  above,  if  the  institution  is  small  or 
for  such  other  good  reasons  as  may  be  included  in  regulations.  The 
utilization  review  group  must  also  review  long-stay  cases  and  inform 
those  concerned  (including  the  attending  physician)  when  it  deter- 
mines that  hospitalization  or  extended  care  is  no  longer  medically 
necessary. 

The  Finance  Committee  and  the  Ways  and  Means  Committee 
stressed  in  1965  that  these  requirements,  if  effectively  carried  out, 
would  discourage  improper  and  unnecessary  utilization.  The  Finance 
Committee  Report  (S.  Rept.  404,  pt,  I,  89th  Cong.,  p.  47)  stated: 

The  committee  is  particularly  concerned  that  the  utiliza- 
tion and  review  function  is  carried  out  in  a  manner  which 
protects  the  patients  while  at  the  same  time  making  certain 
that  they  remain  in  the  hospital  only  so  long  as  is  necessary, 
and  that  every  effort  be  made  to  move  them  from  the 
hospital  to  other  facilities  which  can  provide  less  expensive, 
but  equal,  care  to  meet  their  current  medical  needs. 

The  detailed  information  which  the  committee  has  collected  and 
developed  indicates  clearly  that  utilization  review  activities  have, 
generally  speaking,  been  of  a  token  nature  and  ineffective  as  a  curb 
to  unnecessary  use  of  institutional  care  and  services.  Utilization 
review  in  medicare  can  be  characterized  as  more  form  than  substance. 
The  present  situation  has  been  aptly  described  by  a  State  medical 
society  in  these  words: 

Where  hospital  beds  are  in  short  supply,  utilization  review 
is  fully  effective.  Where  there  is  no  pressure  on  the  hospital 
beds,  utilization  review  is  less  intense  and  often  token. 

Based  on  a  sample  of  hospitals  conducted  in  the  middle  of  1968,  the 
Social  Security  Administration  found : 

(1)  Ten  percent  of  the  hospitals  were  not  conducting  a  review  of 
extended-stay  cases. 

(2)  Forty-seven  percent  of  hospitals  were  not  reviewing  any 
sample  of  admissions  (a  basic  statutory  requirement). 

(3)  Forty-two  percent  of  hospitals  did  not  even  maintain  an 
abstract  of  the  medical  record  or  other  summary  form  which 
could  provide  a  basis  for  evaluating  utilization  by  diagnosis  or 
other  common  factor. 

In  one  State,  the  health  agency  conducted  a  detailed  program 
review  in  November  1968.  Their  findings  were  that  half  of  the  hospitals 
and  all  of  the  extended-care  facilities  failed  to  perform  any  sample 
review  of  cases  which  were  not  in  the  long-stay  category  (a  statutory 
requirement). 
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The  current  statute  places  upon  the  intermediary  as  well  as  the  State 
health  agency  responsibility  for  assuring  that  participating  hospitals 
and  extended-care  facilities  effectively  perform  utilization  review. 

Available  data  indicates  that  in  many  cases  intermediaries  have  not 
been  performing  these  functions,  despite  the  fact  that  the  Secretary 
may  not,  under  the  law,  make  agreements  with  an  intermediary  who 
is  unwilling,  or  unable,  to  assist  providers  of  services  with  utilization 
review  functions. 

Apart  from  the  problems  experienced  in  connection  with  their 
determinations  of  ' 'reasonable"  charges,  the  performance  of  the 
carriers  responsible  for  payment  for  physicians'  services  under  medi- 
care has  also  varied  widely  in  terms  of  evaluating  the  medical  necessity 
and  appropriateness  of  such  services.  Moreover,  ever  since  medicare 
began,  physicians  have  expressed  resentment  that  their  medical 
determinations  are  challenged  by  insurance  company  personnel.  The 
committee  has  concluded  that  the  present  system  of  assuring  proper 
utilization  of  institutional  and  physicians'  services  is  basically  in- 
adequate. The  blame  must  be  shared  between  failings  in  the  statutory 
requirements  and  the  willingness  and  capacity  of  those  responsible  for 
implementing  what  is  required  by  present  law. 

There  is  no  question,  however,  that  the  Government  has  a  respon- 
sibility to  establish  mechanisms  capable  of  assuring  effective  utilization 
review.  Its  responsibility  is  to  the  millions  of  persons  dependent  upon 
medicare  and  medicaid,  to  the  taxpayers  who  bear  the  burden  of 
billions  of  dollars  in  annual  program  costs,  and  to  the  health  care 
system. 

In  light  of  the  shortcomings  outlined  above,  the  committee  feels 
that  the  critically  important  utilization  review  process  must  be  re- 
structured and  made  more  effective  through  substantially  increased 
professional  participation. 

The  committee  believes  that  the  review  process  must  be  based  on 
the  premise  that  only  physicians  can  judge  whether  services  ordered 
by  other  physicians  are  necessary.  The  committee  is  aware  of  increas- 
ing instances  of  criticism  directed  at  the  use  of  insurance  company 
personnel  and  Government  employees  in  reviewing  the  medical  necessity 
of  services. 

The  committee  generally  agrees  with  the  principles  of  "peer  review" 
enunciated  in  the  report  of  the  President's  Health  Manpower  Com- 
mission, issued  in  November  1967.  That  report  stated: 

Peer  review  should  be  performed  at  the  local  level  with 
professional  societies  acting  as  sponsors  and  supervisors. 

Assurance  must  be  provided  that  the  evaluation  groups 
perform  their  tasks  in  an  impartial  and  effective  manner. 

Emphasis  should  be  placed  on  assuring  high  quality  of 
performance  and  on  discovering  and  preventing  unsatis- 
factory performance. 

The  more  objective  the  quality  evaluation  procedures, 
the  more  effective  the  review  bodies  can  be.  To  enable  greater 
objectivity,  there  should  be  a  substantial  program  of  re- 
search to  develop  improved  criteria  for  evaluation,  data 
collection  methods,  and  techniques  of  analysis.1 


1  Report  of  the  Health  Manpower  Commission,  November  1967,  p.  48. 
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THE  COMMITTEE  PROVISION 

The  committee  has  provided  for  a  review  mechanism  through  which 
practicing  physicians  can  assume  full  responsibility  for  reviewing  the 
utilization  of  services.  The  committee's  review  mechanism  would  at 
the  same  time  contain  numerous  safeguards  intended  to  fully  protect 
the  public  interest. 

The  committee  provision  would  establish  broadly  based  review 
organizations  with  responsibility  for  the  review  of  both  institutional 
and  outpatient  services,  as  opposed  to  the  present  fragmented  review 
responsibilities. 

The  new  review  organizations  would  be  large  enough  to  take  full 
advantage  of  rapidly  evolving  computer  technology,  and  to  minimize 
the  inherent  conflicts  of  interest  which  have  been  partially  responsible 
for  the  failure  of  the  smaller  institutionally  based  review  organizations. 
The  review  process  would  be  made  more  sophisticated  through  the  use 
of  professionally  developed  regional  norms  of  care  as  guidelines  for 
review  activities,  as  opposed  to  the  present  usage  of  arbitrarily 
determined  checkpoints.  The  present  review  process,  without  norms, 
becomes  a  long  series  of  episodic  case-by-case  analyses  on  a  subjective 
basis  which  fail  to  take  into  account  in  a  systematic  fashion  the 
experience  gained  through  past  reviews.  The  committee  believes 
that  the  goals  of  the  review  process  can  be  better  achieved  through 
the  use  of  norms  which  reflect  prior  review  experience. 

The  committee's  bill  provides  specifically  for  the  establishment  of 
independent  professional  standards  review  organizations  (PSRO's) 
formed  by  organizations  representing  substantial  numbers  of  practic- 
ing physicians  in  local  areas  to  assume  responsibility  for  the  review 
of  services  (but  not  payments)  provided  through  the  medicare  and 
medicaid  programs.  The  Department  of  Health,  Education,  and 
Welfare  endorses  this  change  in  law. 

Recognizing  the  problem,  on  their  own,  a  number  of  medical  socie- 
ties and  other  health  care  organizations  have  already  sponsored  similar 
types  of  mechanisms  for  purposes  of  undertaking  unified  and  coordi- 
nated review  of  the  total  range  of  health  care  provided  patients. 
Additional  medical  societies  are  proceeding  to  set  up  such  organiza- 
tions (usually  called  foundations). 

However,  in  most  parts  of  the  country,  new  organizations  would 
need  to  be  developed. 

The  committee  would  stress  that  physicians — preferably  through 
organizations  sponsored  by  their  local  associations — should  assume 
responsibility  for  the  professional  review  activities.  Medicine,  as  a 
profession,  should  accept  the  task  of  advising  the  individual  physician 
where  his  pattern  of  practice  indicates  that  he  is  overutilizing  hospital 
or  nursing  home  services,  overtreating  his  patients,  or  performing 
unnecessary  surgery. 

It  is  preferable  and  appropriate  that  organizations  of  professionals 
undertake  review  of  members  of  their  profession  rather  than  for 
Government  to  assume  that  role.  The  inquiry  of  the  committee  into 
medicare  and  medicaid  indicates  that  Government  is  ill  equipped  to 
assure  adequate  utilization  review.  Indeed,  in  the  committee's  opinion, 
Government  should  not  have  to  review  medical  determinations  unless 
the  medical  profession  evidences  an  unwillingness  to  properly  assume 
the  task. 
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But,  the  committee  does  not  intend  any  abdication  of  public 
responsibility  or  accountability  in  recommending  the  professional 
standards  review  organizations  approach.  While  persuaded  that  com- 
prehensive review  through  a  unified  mechanism  is  necessary  and  that 
it  should  be  done  through  usage,  wherever  possible  and  wherever 
feasible,  of  medical  organizations,  the  committee  would  not  preclude 
other  arrangements  being  made  by  the  Secretary  of  Health,  Education, 
and  Welfare  where  medical  organizations  are  unwilling  or  unable  to 
assume  the  required  work  or  where  such  organizations  function  not  as 
an  effective  professional  effort  to  assure  proper  utilization  and  quality 
of  care  but  rather  as  a  token  buffer  designed  to  create  an  illusion  of 
professional  concern. 

In  a  number  of  areas  of  the  country,  carriers  and  intermediaries — 
even  though  their  activity  is  limited  to  retrospective  review — are 
doing  a  reasonably  effective  job  of  controlling  overutilization  and 
unnecessary  utilization  of  health  care  services.  Such  efforts  should 
not  be  terminated  in  any  area  until  such  time  as  a  professional 
standards  review  organization  has  satisfactorily  demonstrated  the 
willingness,  operational  capacity,  and  performance  to  effectively 
supplant  and  improve  upon  existing  review  work.  Even  where  the 
PSRO  becomes  the  paramount  review  organization,  the  existing 
review,  if  it  is  efficient  and  effective,  should  not  be  dismantled,  if 
the  PSRO  can  benefit  by  utilizing  its  experience  and  services. 

Additionally,  the  committee  was  impressed  with  the  scope  and 
results  of  the  review  activity  and  quality  control  efforts  of  the  New 
York  City  Department  of  Health  with  respect  to  medicaid.  While 
professional  standards  review  organizations  should  be  given  priority 
in  undertaking  review  responsibility,  the  present  activities  of  the  New 
York  City  Department  of  Health,  and  similar  public  agencies  should 
not  be  terminated,  or  otherwise  limited,  until  such  time  as  pro- 
fessional standards  review  mechanisms  are  functioning  at  least 
equally  as  effectively  as  those  of  the  public  agencies.  Again,  to  the 
extent  the  PSRO  and  the  medicare  program  can  benefit  from  utilizing 
the  services  of  such  an  organization,  the  PSRO  would  be  empowered 
to  continue  its  effectiveness. 

ESTABLISHMENT  OF  PSRO's 

The  amendment  requires  the  Secretary  of  HEW,  following  consulta- 
tion with  national,  State  and  local,  public  and  private  medical  care 
organizations,  and  medical  societies,  to  tentatively  designate  PSRO 
areas  throughout  the  country  by  January  1,  1972.  In  smaller  or  more 
sparsely  populated  States,  the  designations  would  probably  be  on  a 
statewide  basis.  Each  area,  defined  in  geographic  or  medical  service 
area  terms,  would  generally  include  a  minimum  of  300  practicing 
physicians — in  many  cases  substantially  more  than  that  number. 
Because  of  the  minimum  number  of  physicians  required — intended 
to  assure  broad,  diverse,  and  objective  representation — it  is  expected 
that  there  will  be  many  multicounty  PSRO  areas. 

Tentative  area  designations  could  be  modified  if,  as  the  system  was 
placed  into  operation,  changes  seemed  desirable.  The  Secretary  would 
provide  prototype  plans  of  organization  and  operation  to  prospective 
PSRO's  in  each  area.  The  prototypes  would  be  developed  in  consulta- 
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tion  with  proposed  PSRO's  and  with  various  organizations  presently 
operating  comprehensive  review  mechanisms  as  well  as  national,  State 
and  local,  private  and  public,  health  organizations. 

Priority  in  designation  as  a  PSRO  would  be  given  to  organizations 
established  at  local  levels  representing  substantial  numbers  of  prac- 
ticing physicians  who  are  willing  and  believed  capable  of  progressively 
assuming  responsibility  for  overall  continuing  review  of  institutional 
and  outpatient  care  and  services.  Local  sponsorship  and  operation 
should  help  engender  confidence  in  the  familiarity  of  the  review  group 
with  norms  of  medical  practice  in  the  area  as  well  as  in  their  knowledge 
of  available  health  care  resources  and  facilities.  Furthermore,  to  the 
extent  that  review  is  employed  today,  it  is  usually  at  the  local  level. 
To  be  approved,  a  PSRO  applicant  must  provide  for  the  broadest 
possible  involvement,  as  reviewers  on  a  rotating  basis,  of  physicians 
engaged  in  all  types  of  practice  in  an  area  such  as  solo,  group,  hospital, 
medical  school,  and  so  forth. 

Participation  in  a  PSRO  should  be  voluntary  and  open  to  every 
physician  in  the  area.  Existing  organizations  of  physicians  should  be 
encouraged  to  take  the  lead  in  urging  all  their  members  to  participate 
but  no  physician  should  be  barred  from  participation  because  he  is 
or  is  not  a  member  of  any  organized  medical  group  or  be  required  to 
join  any  such  group  or  pay  dues  or  their  equivalent  for  the  privilege 
of  becoming  a  member  of  any  PSRO  nor  should  there  be  any  dis- 
crimination in  assignments  to  perform  PSRO  duties  based  on  mem- 
bership or  non-membership  in  any  such  organized  group  of  physicians. 

Physician  organizations  or  groupings  would  be  completely  free  to 
undertake  or  to  decline  assumption  of  the  responsibilities  of  organizing 
a  PSRO.  If  they  decline,  the  Secretary  would  be  empowered  to  seek 
alternative  applicants  from  among  other  medical  organizations,  State 
and  local  health  departments,  medical  schools,  and  failing  all  else, 
carriers  and  intermediaries  or  other  health  insurers.  In  no  case,  how- 
ever, could  any  organization  be  designated  as  a  PSRO  which  did  not  have 
professional  medical  competence.  And,  in  no  case  could  any  final  adverse 
determinations  by  a  PSRO  with  respect  to  the  conduct  or  provision  of 
care  by  a  physician  be  made  by  anyone  except  another  qualified 
physician. 

PSRO  physicians  engaged  in  the  review  of  the  medical  necessity  for 
hospital  care  and  justification  of  need  for  continued  hospital  care  must 
be  active  hospital  staff  members.  The  purpose  here  is  to  assure  that 
only  doctors  knowledgeable  in  the  provision  and  practice  of  hospital 
care  will  review  such  care.  To  the  maximum  extent  feasible,  it  is 
intended  that  a  physician  not  be  involved  in  the  review  of  care  for 
the  PSRO  which  was  provided  in  a  hospital  where  he  has  active  staff 
privileges  (except  to  the  extent  of  his  involvement  with  ain-house" 
review  acceptable  to  the  PSRO). 

The  committee  expects  that  the  Secretary  of  HEW  will  provide 
every  possible  assistance  to  the  PSRO's.  The  Department  would  be 
required  to  develop  prototype  review  plans  and  would  be  expected 
to  provide  assistance  and  encouragement  in  the  development  of 
acceptable  review  plans.  Proposals  submitted  to  the  Secretary  by 
prospective  PSRO's  would  be  made  available,  on  request,  to  appro- 
priate concerned  organizations  and  individuals  who,  in  turn,  would 
be  free  to  submit  to  the  Secretary  such  comments  on  the  proposal  as 
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might  assist  his  evaluation  of  the  prospective  PSRO.  The  Department 
would  also  be  required  to  develop  the  capacity  to  evaluate  the  potential 
of  review  plans  proposed  by  organizations  throughout  the  country,  and 
with  the  assistance  and  advice  of  the  National  Professional  Standards 
Review  Council,  to  monitor  on  a  regular  and  continuing  basis  the 
performance  of  the  organizations  selected  through  the  use  of  statistical 
comparisons  and  other  means  of  evaluation. 

The  committee  recognizes  that  proper  administration  of  this  pro- 
vision will  involve  substantial  administrative  effort  and  expense. 
However,  over  the  long  run,  the  PSRO  provision,  properly  imple- 
mented, should  result  in  substantial  reductions  in  program  costs. 
The  Secretary  is  expected  to  take  such  administrative  steps  and  pro- 
vide all  necessary  assistance  and  cooperation  to  assure  that  no  PSRO 
fails  because  it  does  not  have  the  means  or  information  required  to 
perform  adequately. 

CONDITIONAL  STATUS  OF  PSRO's 

A  qualified  PSRO  applicant  would  be  approved  on  a  conditional 
basis  for  a  period  of  approximately  2  years  during  which  it  would 
develop  and  expand  its  review  activities  and  capacity.  During  the 
conditional  period,  existing  medicare  and  medicaid  review  operations 
would  also  continue  so  as  to  provide  backup  and  standby  capacity  in 
the  event  a  PSRO  encounters  difficulties  or  is  terminated.  At  the  end 
of  the  conditional  period,  where  the  PSRO  has  satisfactorily  demon- 
strated its  effectiveness  in  review,  the  Secretary  would  have  authority 
to  waive  any  other  professional  review  requirements  imposed  under 
the  law  and  regulations. 

Medicare  and  medicaid  claims-paying  agencies  would  be  expected 
to  abide  by  final  decisions  of  the  PSRO  during  this  trial  period. 
Placing  reliance  on  the  PSRO  decision  during  the  trial  period 
is  necessary  to  permit  an  accurate  appraisal  of  the  effectiveness 
with  which  the  conditionally  approved  PSRO's  could  be  expected  to 
exercise  the  review  function  in  the  absence  of  concurrent  review  by 
others. 

As  noted,  once  an  organization  is  accepted  as  a  PSRO  the  Secretary 
would  regularly  evaluate  its  performance  using  statistical  comparison 
and  other  means  of  evaluation  including  the  findings  and  recommenda- 
tions of  the  statewide  and  national  professional  standards  review 
councils  established  under  the  amendment.  Where  performance  of  an 
organization  was  determined  to  be  unsatisfactory,  and  timely  efforts 
to  bring  about  its  improvement  failed,  the  Secretary  could  terminate 
its  participation  after  appropriate  notice  and  opportunity  for  admin- 
istrative hearing.  A  finding,  for  example,  that  one  PSRO  was  accepting 
without  question  substantial  numbers  of  requests  which  other  appar- 
ently well-run  PSRO's  were  generally  investigating  and  denying  would 
be  expected  to  result  in  termination  of  the  agreement  with  the  former 
PSRO  unless  the  situation  is  justified  by  factors  related  to  medical 
necessity  or  unless  reasonable  action  to  correct  the  problem  is  under- 
taken. 

The  committee  anticipates  that  professional  standards  review  orga- 
nizations will  function  in  effective  and  dedicated  fashion  under  the 
guidance  of  concerned  physicians.  In  instances  where  there  might  be 
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only  nominal  or  half  hearted  performance,  it  would  be  expected  that 
necessary  remedial  action  would  be  promptly  taken  through  the  initia- 
tive of  the  medical  profession  and,  failing  that,  by  the  Secretary  of 
Health,  Education,  and  Welfare. 

If  the  Secretary  found  it  necessary  to  replace  a  review  organization, 
as  a  first  step  he  would  consult  with  other  review  organizations  in  the 
State  involved  as  well  as  with  the  State  medical  society  to  determine 
whether  another  local  organization  or  an  organization  sponsored  by 
the  State  society  itself  was  willing  and  capable  of  undertaking  review 
responsibility  in  the  geographic  area  concerned.  In  the  event  that  such 
was  not  the  case,  he  could  then  contract  with  State  or  local  health 
departments  or  employ  other  suitable  professional  means  of  assuring 
the  necessary  review  activity  in  the  area. 

RESPONSIBILITIES  OF  A  PSRO 

A  professional  standards  review  organization  would  have  the  re- 
sponsibility of  determining — for  purposes  of  eligibility  for  medicare 
and  medicaid  reimbursement — whether  care  and  services  provided 
were :  first,  medically  necessary,  and  second,  provided  in  accordance 
with  professional  standards.  Additionally,  the  PSRO  where  medically 
appropriate,  would  encourage  the  attending  physician  to  utilize  less 
costly  alternative  sites  and  modes  of  treatment.  The  PSRO  would  not 
be  involved  with  questions  concerning  the  reasonableness  of  charges 
or  costs  or  methods  of  payment  nor  would  it  be  concerned  with  internal 
questions  relating  to  matters  of  managerial  efficiency  in  hospitals  or 
nursing  homes  except  to  the  extent  that  such  questions  substantially 
affect  patterns  of  utilization.  The  PSRO's  responsibilities  are  confined 
to  evaluating  the  appropriateness  of  medical  determinations  so  that 
medicare  and  medicaid  payments  will  be  made  only  for  medically 
necessary  services  which  are  provided  in  accordance  with  professional 
standards  of  care. 

The  local  professional  standards  review  organization  would  be  pri- 
marily responsible  for  review  of  all  medicare  and  medicaid  services 
rendered  or  ordered  by  physicians  in  its  area.  The  purpose  of  the  provi- 
sion is  to  establish  a  unified  review  mechanism  for  all  health  care 
services  under  the  aegis  of  the  principal  element  in  the  health  care 
equation,  the  physician.  Christian  Science  practice,  however,  would 
not  be  encompassed  in  the  overall  review  and  review  arrangements 
required  of  a  PSRO. 

In  carrying  out  its  responsibilities  the  PSRO  would  be  required  to 
regularly  review  provider  and  practitioner  profiles  of  care  and  service 
(that  is,  the  patterns  of  services  delivered  to  medicare  and  medicaid 
beneficiaries  by  individual  health  care  practitioners  and  institutions) 
and  other  data  to  evaluate  the  necessity,  quality,  and  appropriateness 
of  services  for  which  payment  may  be  made  under  the  medicare  and 
medicaid  programs. 

The  PSRO  would  be  expected  to  analyze  the  pattern  of  services 
rendered  or  ordered  by  individual  practitioners  and  providers  and  to 
concentrate  its  attention  on  situations  in  which  unnecessary,  sub- 
standard, or  inappropriate  services  seem  most  likely  to  exist  or  occur. 
Emphasis  in  review  efforts  would  be  related  to  the  results  expected  to 
be  achieved  by  these  efforts  so  that  the  net  advantage  from  the  review 
time  would  be  maximized. 


52-149  o— 70  11 


158 


The  Secretary  would  be  responsible  for  determining  the  most  effi- 
cient means  of  developing  the  profiles  of  services  and  other  necessary 
data  required. 

A  PSRO  would  have  authority  to  approve  the  medical  necessity  of 
all  elective  hospital  admissions  in  advance — solely  for  the  purpose  of 
determining  whether  medicare  or  medicaid  will  pay  for  the  care.  The 
PSRO  would  be  authorized  to  acknowledge  and  accept,  in  whole  or 
in  part,  an  individual  hospital's  own  review  of  admissions  and  need 
for  continued  care,  on  a  hospital-by-hospital  basis,  where  it  has  deter- 
mined that  a  hospital's  "in-house"  review  is  effective.  It  is  expected 
that  where  such  "in-house"  review  is  effective  this  authority  would 
be  exercised  by  the  PSRO.  Similarly,  a  Professional  Standards  Review 
Organization  would  be  authorized  to  acknowledge  and  accept  for  its 
purposes,  review  activities  of  local  medical  societies,  or  other  medical 
organizations,  including  those  internal  review  activities  of  comprehen- 
sive prepaid  group  practice  programs  such  as  the  Kaiser  Health  plans 
and  the  Health  Insurance  Plan  (H.I. P.)  in  New  York.  In  order  to 
assure  the  broadest  possible  participation  in  PSRO  activities  by  phy- 
sicians in  an  area,  it  is  expected  that  internal  review  activities  will 
not  be  accepted  by  a  PSRO  where  the  physicians  of  the  institution  or 
medical  organization  concerned  do  not  participate  in  the  overall  review 
activities  conducted  by  the  PSRO.  Thus  an  institution  or  medical 
organization  which  is  carrying  out  effective  review  would  bring  its 
desirable  expertise  to  the  benefit  of  the  entire  community,  to  the  ex- 
tent that  the  Professional  Standards  Review  Organization  finds  those 
review  activities  and  experience  effectively  assist  in  fulfilling  its  over- 
all responsibilities. 

The  purpose  here  is  to  build  upon  and  encourage  improvement  in 
existing  systems  of  review  to  the  extent  those  systems  are  capable  of 
assisting  in  fulfilling  the  overall  responsibilities  of  a  PSRO.  Thus 
effective  review  mechanisms  would  be  recognized  and  encouraged  by 
the  PSRO.  Of  course,  PSRO's  would  use  this  authority  carefully.  In- 
discriminate acceptance  of  hospital  and  other  review  activities  would 
undoubtedly  be  reflected  in  an  overall  poor  performance  rating  when 
a  PSRO  was  measured  against  other  PSRO's  operating  in  careful 
fashion.  A  poor  rating  could,  in  turn,  lead  to  termination  and  replace- 
ment of  the  negligent  PSRO.  Where  advance  approval  was  required 
and  provision  of  services  was  disapproved  in  advance  of  admission 
by  the  PSRO,  payment  for  the  services  could  not  be  made  under 
medicare  or  medicaid  (unless  the  disapproval  was  reversed  in  the 
course  of  reconsideration,  hearing,  or  court  review).  In  case  of  advance 
review  the  institution  and  the  patient  alike  would  know  in  advance 
whether  medicare  will  pay  for  the  health  care  services  being  contem- 
plated although  denial  of  certification  for  admission  would  not  bar 
admission  of  any  patient  to  an  institution  if  his  physician  desires  to 
admit  him  and  if  the  institution  accepts  his  admission.  In  this  regard, 
medicare  parallels  private  health  insurance  where  a  private  policy 
issuer  might  determine  that  the  care  proposed  or  rendered  was  not 
reimbursable  under  the  terms  of  the  policy.  In  such  cases,  the  provider 
or  practitioner  looks  to  the  policyholder  for  payment  directly. 

Where  advance  approval  by  the  review  organizations  for  institu- 
tional admission  was  required  and  provision  of  the  services  was 
approved  by  the  PSRO,  such  approval  would  provide  the  basis  for  a 
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presumption  of  medical  necessity  for  purposes  of  medicare  and  medic- 
aid benefit  payments.  However,  advance  approval  of  institutional 
admission  would  not  preclude  a  retroactive  finding  that  ancillary 
services  (not  specifically  approved  in  advance)  provided  during  the 
covered  stay  were  excessive. 

The  PSRO,  where  it  has  not  accepted  in-house  review  in  a  given 
hospital  as  adequate,  would  be  responsible  for  reviewing  certifications 
of  need  for  continued  hospital  care  beyond  professionally  determined 
regional  norms  directly  related  to  patients'  age  and  diagnoses,  using 
criteria  such  as  the  types  of  data  developed  by  the  Commission  on 
Professional  and  Hospital  Activities,  which  is  sponsored  by  the  Ameri- 
can Hospital  Association,  the  American  College  of  Physicians,  and  the 
American  College  of  Surgeons.  It  is  expected  that  such  certification 
would  generally  be  required  not  later  than  the  point  where  50  percent 
of  patients  with  similar  diagnoses  and  in  the  same  age  groups  have 
usually  been  discharged.  However,  it  is  recognized  that  there  are 
situations  in  which  such  stays  for  certain  diagnoses  may  be  quite 
short  in  duration.  In  such  situations  the  PSRO  might  decide  against 
requiring  certification  at  or  before  the  expiration  of  the  period  of 
usual  lengths  of  stay  on  the  grounds  that  the  certification  would  be 
unproductive;  for  example,  when  the  usual  duration  of  stay  is  two  days 
or  less.  Certification  on  the  first  day  of  stay  might  yield  no  significant 
advantage  in  the  review  process. 

This  professionally  determined  time  of  certification  of  need  for 
continued  care  is  a  logical  checkpoint  for  the  attending  physician  and 
is  not  to  be  construed  as  a  barrier  to  further  necessary  hospital  care. 
Neither  should  the  use  of  norms  as  checkpoints,  nor  any  other  activity 
of  the  PSRO,  be  used  to  stifle  innovative  medical  practice  or  pro- 
cedures. The  intent  is  not  conformism  in  medical  practice — the  objec- 
tive is  reasonableness. 

PSRO  disapproval  of  the  medical  necessity  for  continued  hospital 
care  beyond  the  norm  for  that  diagnosis  will  not  mean  that  the 
physician  imist  discharge  his  patient.  The  physician's  authority  to 
decide  the  date  of  discharge  as  well  as  whether  his  patient  should  be 
admitted  in  the  first  place  cannot  be  and  are  not  taken  from  him  by 
the  PSRO.  The  review  responsibility  of  the  PSRO  is  to  determine 
whether  the  care  should  be  paid  for  by  medicare  and  medicaid.  By 
making  this  determination  in  advance  the  patient,  the  institution,  and 
the  physician  will  all  be  forewarned  of  the  desirability  of  making 
alternative  plans  for  financing  the  care  being  contemplated. 

OPERATION  OF  A  PSRO 

It  is  expected  that  a  PSRO  would  operate  in  a  manner  which 

conserves  and  maximizes  the  productivity  of  physician  review  time 
without  unduly  imposing  on  his  principal  function,  the  provision  of 
health  care  services  to  his  own  patients.  One  way  to  conserve  physi- 
cian review  time  is  through  automated  screening  of  claims  by  com- 
puters and  other  devices  used  in  the  claims  process  carried  out  under 
specifications  set  forth  by  the  PSRO.  Another  way  to  conserve 
physician  time  would  be  through  the  use  of  other  qualified  personnel 
such  as  registered  nurses  who  could,  under  the  direction  and  control 
of  PSRO  physicians,  aid  in  assuring  effective  and  timely  review. 
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And  as  already  pointed  out,  a  third  is  by  utilizing  the  services  of 
active  and  conscientious  utilization  review  committees  in  hospitals 
and  in  local  medical  organizations. 

It  is  expected  that  the  Secretary  will  develop  necessary  procedures 
for  coordination  between  medicaid  agencies,  medicare  carriers  and 
intermediaries  and  the  PSRO's.  The  profiles  presently  maintained 
under  existing  regulations  by  the  State  agencies,  carriers  and  inter- 
mediaries would  be  made  available  to  the  PSRO's.  Following  com- 
pletion of  the  conditional  period  of  PSRO  designation  the  Secre- 
tary would  be  authorized  to  waive  any  control  or  review  activity 
required  by  law  which  he  determines  to  be  unnecessary  in  view  of  the 
review  and  control  activities  assumed  by  and  effectively  performed  by 
a  PSRO.  Thus,  the  PSRO  activity  would  be  fitted  into  the  medicare- 
medicaid  process  with  an  eye  to  efficiency  in  the  system. 

Existing  medical  organizations,  such  as  the  San  Joaquin  and 
Sacramento  Medical  Foundations  in  California,  and  others  have 
developed  patient  and  practitioner  profile  forms  and  approval  certifica- 
tion methods  which  may  provide  the  bases  for  development  of  uniform 
data  gathering  and  review  procedures  capable  of  being  employed  in 
many  areas  of  the  Nation.  The  committee  expects  that  the  Secretary 
in  conjunction  with  various  medical  and  other  organizations,  would 
assist  the  local  professional  standards  review  organizations  through 
providing  them  with  model  operational  guides,  forms  and  methodology 
descriptions.  To  the  greatest  extent  possible,  standardized  forms  and 
procedures  should  be  utilized  by  the  local  review  organizations.  Of 
course,  this  approach  would  not  preclude  acceptable  modification  and 
adaptation  to  meet  local  circumstances,  but  basic  formats  should  be 
established  for  national  usage  and  basic  comparable  data  for  inter- 
PS  RO  comparisons  should  be  developed. 

It  is  expected  that  economical  and  efficient  computer  and  other 
resources  already  existing  in  carriers  and  intermediaries  would  be 
utilized  to  the  greatest  extent  feasible  and  that  operations  would  be 
consolidated  and  coordinated  wherever  possible.  In  a  similar  fashion, 
the  PSRO  should  use  the  established  communication  channels  of 
State  and  local  medical  associations  to  keep  practicing  physicians 
fully  informed  of  review  activities. 

The  committee  would  stress  that  the  approach  recommended  does 
not  envisage  Blue  Cross  or  Blue  Shield  or  other  insurance  organiza- 
tions or  hospital  or  medical  association  review  committees,  assum- 
ing the  review  responsibilities  for  the  professional  standards  review 
organizations.  Where  Blue  Cross  or  Blue  Shield  or  other  insurers, 
or  agencies  have  existing  computer  capacity  capable  of  producing 
the  necessary  patient,  practitioner,  and  provide  profiles  on  an  ongoing 
expeditious  and  economical  basis,  it  would  certainly  be  appropriate 
to  employ  that  capacity  as  a  basic  tool  for  the  professional  standards 
review  organizations;  but  that  mechanism  would  be  employed  es- 
sentially to  feed  computer  printouts  to  the  review  organizations  which 
would  be  responsible  for  their  evaluation.  The  responsibility  for 
handling  requests  for  such  prior  approval  of  hospital  admissions, 
elective  procedures  and  services  as  might  be  required,  as  well  as 
the  administrative  mechanism  for  processing  such  requests,  would 
lie  with  the  professional  standards  review  organizations. 


161 


It  is  expected  that  PSRO's  would  make  specific  arrangements  with 
groups  representing  substantial  numbers  of  dentists  for  necessary 
review  of  dental  services. 

PSRO's  would  be  authorized  to  retain  and  consult  Avith  other  types 
of  health  care  practitioners  to  assist  in  reviewing  services  which  their 
fellow  practitioners  provide.  In  the  event  it  was  not  feasible  or  appro- 
priate to  undertake  review  arrangements  with  such  a  group,  arrange- 
ments may  be  made  with  a  qualified  practitioner  for  necessary  review 
referrals.  However,  physicians  should  not  be  precluded — in  fact  they 
should  be  encouraged — to  participate  in  the  review  of  services  ordered 
by  physicians  but  rendered  by  other  health  care  practitioners.  For 
example,  physical  therapists  may  be  utilized  in  the  review  of  physical 
therapy  services,  but  physicians  should  determine  whether  the  services 
should  have  been  ordered.  The  PSRO  would  be  responsible  for  seeing 
to  it  that  any  arrangement  it  made  was  carried  out  effectively. 

Expenses  reasonably  and  necessarily  incurred  by  the  PSRO's, 
statewide  councils  and  advisory  groups  and  the  national  council 
would  be  borne  by  the  Federal  Government.  Since  overutilization  of 
health  services  is  not  restricted  to  medicare  and  medicaid  but  affects 
private  health  insurance  as  well,  the  PSRO  would  be  at  liberty  to 
provide  its  review  services  to  private  health  insurers  provided  the 
additional  review  efforts  do  not  deteriorate  the  quality  of  the  medicare- 
medicaid  reviews.  In  such  a  case,  there  would  be  a  proportionate 
allocation  of  costs  between  medicare,  medicaid,  and  others  served  by 
the  review  organization. 

Employees  of  the  PSRO  would  be  selected  by  the  organization  and 
would  not  be  Government  employees.  Where  the  Federal  Government 
has  paid  for  or  supplied  necessary  equipment  to  the  review  organiza- 
tions, title  to  such  property  would  remain  with  the  Government. 

A  PSRO  agreement  would  include  provision  for  orderly  transfer 
of  medicare  and  medicaid  records,  data  and  other  materials  developed 
during  the  trial  period  to  the  Secretary  or  such  successor  organization 
as  he  might  designate  in  the  event  of  termination  of  the  initial  agree- 
ment. Such  transfer  would  involve  only  those  records  pertinent  to 
medicare  and  medicaid  patients  and  would  be  made  solely  for  pur- 
poses of  permitting  orderly  continuity  of  review  activities  by  a 
successor  PSRO. 

SANCTIONS  AND  LIABILITY 

It  is  anticipated  that  in  those  areas  where  professional  standards 
review  organizations  function  effectively,  the  need  for  sanctions  will 
be  minimal.  However,  sanctions  are  provided  under  the  amendment 
to  deter  improper  activity. 

On  the  basis  of  its  investigations  of  situations  of  possible  abuse 
identified  in  its  own  review  or  referred  to  it  by  the  Secretary  or  his 
administrative  agents,  the  PSRO  would  (after  reasonable  notice  and 
opportunity  for  discussion  with  the  practitioner  or  provider  involved) 
recommend  to  the  Secretary  appropriate  action  against  persons 
responsible  for  gross  or  continued  overuse  of  services,  for  use  of 
services  in  an  unnecessarily  costly  manner,  or  for  inadequate  quality 
of  services  and  would  act  to  the  extent  of  its  authority  and  influence 
to  correct  improper  activities. 
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In  determining  responsibility  for  overuse  of  services,  uneconomical 
use  of  services  or  the  provision  of  substandard  services,  the  PSRO 
would  take  into  account  actual  ability  of  the  provider  or  physician 
to  control  the  activities  in  question. 

Where  a  review  organization  finds  that  voluntary  and  educational 
efforts  fail  to  correct  or  remedy  an  improper  situation  with  respect 
to  a  practitioner  or  provider,  it  would  transmit  its  recommendations 
concerning  sanctions  through  the  statewide  council  to  the  Secretary 
of  HEW.  Protective  appeals  procedures  are  afforded  to  those  against 
whom  sanctions  have  been  recommended.  Where  he  receives  such  a 
recommendation,  the  Secretary  could  terminate  or  suspend  medicare 
and  medicaid  payment  for  the  services  of  the  practitioner  or  provider 
involved,  or  assess  an  amount  reasonably  related  to  the  excessive  costs 
to  the  programs  deriving  from  the  acts  or  conduct  involved — but  not 
to  exceed  $5,000  against  persons  or  institutions  found  to  be  at  fault. 
In  such  cases  the  practitioner  or  provider  would  be  granted  a  hearing 
by  the  Secretary  on  request  and  could  seek  judicial  review  of  the  final 
determination  of  the  Secretary. 

The  amendment  provides  protection  from  civil  liability  for  those 
engaged  in  required  review  activities,  or  who  provide  information  to 
PSRO's  in  good  faith,  for  actions  taken  in  the  proper  performance 
of  these  duties.  Activities  taken  with  malice  toward  a  practitioner  or 
institution,  or  group  of  practitioners  would  not  be  considered  action 
taken  in  the  proper  performance  of  these  duties.  In  addition,  physi- 
cians, providers,  and  others  involved  in  the  delivery  of  care,  would  be 
exempt  from  civil  liability  arising  from  adherence  to  the  recommenda- 
tions of  the  review  organization  provided  they  exercise  due  care  in  the 
performance  of  their  functions.  The  intention  of  this  provision  in  the 
amendment  is  to  remove  any  inhibition  to  proper  exercise  of  PSRO 
functions,  or  the  following  by  practitioners  and  providers,  of  standards 
and  norms  recommended  by  the  review  organization. 

Thus,  a  physician  following  practices  which  fall  within  the  scope 
of  those  recommended  by  a  PSRO  would  not  be  liable,  in  the  absence 
of  negligence  in  other  respects  for  having  done  so. 

Failure  to  order  or  provide  care  in  accordance  with  the  norms  em- 
ployed by  the  PSRO  is  not  intended  to  create  a  legal  presumption  of 
liability. 

The  exemptions  from  civil  liability  would  apply  to  a  range  of 
patterns  which  fall  within  the  scope  of  the  norm,  to  the  extent  that 
such  a  range  is  considered  acceptable  by  the  PSRO  in  accordance  with 
regulations  of  the  Secretary.  For  example,  the  usual  length  of  stay  for  a 
given  illness  might  be  six  days,  but  an  individual  practitioner  might 
only  hospitalize  his  patient  for  four  days.  In  this  case  the  doctor 
might  be  motivated  to  keep  his  patient  in  the  hospital  for  an  extra 
two  days  to  assure  himself  of  exemption  from  liability.  However,  as 
described  above,  the  PSRO  could  approve  a  range  of  norms,  each  of 
which  was  considered  medically  acceptable  by  the  PSRO  which  could 
encompass  a  hospital  stay  of  four  days  as  being  sufficient.  It  is  not 
intended,  however,  that  this  protection  preclude  the  liability  of  any 


163 


person  who  is  negligent  in  performing:  PSRO  functions  or  who  mis- 
applies or  causes  to  be  misapplied  the  professional  standards  promul- 
gated bv  a  review  organization. 

A  physician  or  provider  should  not  be  relieved  of  responsibility 
where  standards  or  norms  are  followed  in  an  inappropriate  manner 
or  where  an  incorrect  recommendation  by  the  PSRO  is  induced 
through  provision  of  erroneous  or  incomplete  information. 

Objective  and  impartial  review  must  be  provided  by  a  professional 
standards  review  organization  if  it  is  to  be  effective  and  respected. 
Malice,  vendettas,  or  other  arbitrary  and  discriminatory  practices  or 
policies  are  by  definition  "nonprofessional,"  and  in  the  unlikely  event 
of  such  occurrences  the  Secretary  of  Health,  Education,  and  Welfare 
is  expected  to  promptly  act  to  terminate  the  contract  with  the 
organization  involved  unless  it  immediately  undertakes  voluntary 
corrective  measures. 

STATE  AND  NATIONAL  ORGANIZATIONS 

Under  the  amendment  statewide  professional  standards  review 
councils  (and  an  advisory  group  to  each  council)  would  be  established 
in  States  which  have  three  or  more  PSRO's.  A  council  would  consist 
of  one  representative  from  each  PSRO,  two  physicians  designated 
by  the  State  medical  society,  two  physicians  designated  by  the  State 
hospital  association,  and  four  persons,  knowledgeable  in  health  care, 
selected  by  the  Secretary  as  public  representatives.  Two  of  the  public 
representatives  would  be  selected  from  nominees  recommended  by  the 
Governor  of  the  State. 

A  statewide  council  would  serve  to  coordinate  the  activities  of  the 
PSRO's  within  the  State,  disseminate  information  and  other  data  to 
them  and  review  the  overall  effectiveness  of  each  of  the  PSRO's 
operations.  The  council  would  be  advised  and  assisted  in  its  activities 
by  an  advisory  group  consisting  of  representatives  of  health  care 
practitioners  (other  than  physicians)  and  health  care  institutions. 

Completing  the  structure,  a  national  professional  standards  re- 
view council  would  be  established.  That  council  would  consist  of  11 
physicians  of  recognized  standing  and  distinction  in  the  review  of 
medical  practice  who  would  be  appointed  by  the  Secretary.  A  majority 
of  the  members  would  be  selected  from  nominees  of  national  organiza- 
tions representing  practicing  physicians.  The  council  would  also  in- 
clude physicians  nominated  by  consumer  groups  and  other  health  care 
interests  such  as  hospitals.  The  national  council  would  arrange  for  the 
collection  and  distribution  of  data  and  other  information  useful  to  the 
statewide  and  local  professional  standards  review  organizations;  par- 
ticularly, norms  of  care  employed  in  various  geographic  or  medical 
service  areas  and  various  methods  of  utilizing  and  applying  those 
norms.  The  national  council  would  also  report  regularly  to  the  Secre- 
tary and  to  the  Congress  on  the  overall  and  area-by-area  effectiveness 
of  the  review  program  and  offer  such  recommendations  as  it  might 
have  for  improvement  of  the  program. 

DEMONSTRATION  OF  PSRO  UNDERWRITING 

The  committee  amendment  authorizes  the  Secretary  on  a  demon- 
stration basis  to  enter  into  agreements  with  willing  PSRO's  to  test  the 
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feasibility  and  potential  economies  which  might  be  gained  through 
allowing  PSRO's  to  underwrite  and  assume  responsibility  for  payment 
for  medicare  and  medicaid  claims.  These  demonstrations  are  worthy 
of  trial;  the  arrangements  are  such  that  physicians  involved  would 
have  economic  incentives  to  practice  efficiently  and  effectively.  In  a 
demonstration  program,  a  PSRO  would  undertake  responsibility  for 
review  and  the  arranging  of  payment  for  all  care  and  services  for 
which  beneficiaries  or  recipients  in  its  geographic  area  were  eligible. 
The  PSRO  could  be  reimbursed  on  a  capitation,  prepayment,  insured, 
or  related  basis.  Contracts  would  be  entered  into  on  a  1-year  renewable 
incentive  basis. 

ROLE  OF  THE  INSPECTOR  GENERAL 

Properly  established  and  properly  implemented  throughout  the 
Nation,  professional  standards  review  mechanisms  can  help  relieve 
the  tremendous  strain  which  soaring  health  costs  are  placing  upon  the 
entire  population.  Emphasis,  wherever  possible,  upon  the  provision  of 
necessary  care  on  an  outpatient  rather  than  inpatient  basis  could 
operate  to  reduce  need  for  new  construction  of  costly  hospital  facilities. 
Hospital  bed  need  would  be  further  reduced  by  reductions  in  lengths 
of  hospital  stay  and  avoidance  of  admission  for  unnecessary  or 
avoidable  hospitalization. 

To  be  effective,  the  Professional  Standards  Review  Organization 
provisions  will  require  full  and  forthright  implementation.  Equivoca- 
tion, hesitance,  and  half-hearted  compliance  will  negate  the  intended 
results  from  delegation,  with  appropriate  public  interest  safeguards, 
of  primary  responsibility  for  professional  review  to  nongovernmental 
physicians.  For  these  reasons,  the  committee  expects  that,  the  In- 
spector General  for  Health  Administration  (whose  office  is  estab- 
lished under  another  amendment  )  will  give  special  attention  to  mon- 
itoring and  observing  the  establishment  and  operation  of  the  pro- 
fessional standards  review  organizations  to  assure  conformance  and 
compliance  with  congressional  intent. 

Proficiency  Testing  for  Health  Personnel 
(Sec.  264  of  the  bill) 

Under  present  law,  the  Secretary  establishes  various  health  and 
safety  criteria  as  conditions  for  the  participation  of  providers  of  service 
in  the  medicare  program.  In  setting  these  standards  it  is  necessary  to 
establish  criteria  for  judging  the  professional  competency  and  qualifica- 
tions of  key  personnel  in  these  health  facilities.  Medicare  and  medicaid 
regulations  have  relied  heavily  on  formal  training  courses  and  profes- 
sional society  membership  in  judging  professional  competency. 

In  the  report  of  this  committee  on  the  Social  Security  Amendments 
of  1967,  (H.  R.  12080)  the  committee  agreed  with  the  Secretary  that 
appropriate  criteria  as  prima  facie  evidence  of  competence  are  neces- 
sary. However,  the  committee  expressed  concern  that  reliance  solely  on 
specific  formal  education  or  training,  or  membership  in  private  profes- 
sional organizations  might  serve  to  disqualify  people  whose  work 
experience  and  training  might  make  them  equally  or  better  qualified 
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than  those  who  meet  the  existing  requirements.  The  committee 
pointed  out  in  1967  that  failure  to  make  the  fullest  use  of  competent 
health  personnel  was  of  particular  concern  because  of  the  shortage  of 
such  personnel. 

In  1967,  the  committee  recommended  that  the  Secretary  of  Health, 
Education,  and  Welfare  consult  with  appropriate  professional  health 
organizations  and  State  health  agencies  and,  to  the  extent  feasible, 
explore,  develop,  and  apply  appropriate  means — including  testing 
procedures — for  determining  the  proficiency  of  health  care  personnel 
otherwise  disqualified  or  limited  in  responsibility  under  regulations  of 
the  Secretary.  Moreover,  the  committee  instructed  the  Secretary  to 
encourage  and  assist  programs  designed  to  upgrade  the  capabilities  of 
those  not  sufficiently  skilled  to  qualify  initially  but  who  could  perform 
satisfactorily  and  qualify  on  a  proficiency  basis  with  relatively  little 
additional  training. 

However,  despite  that  formal  instruction  and  expectation  of  the 
committee  the  Department  of  Health,  Education,  and  Welfare  has 
since  1967  continued  to  rely  almost  entirely  on  formal  training  and 
professional  society  membership  in  measuring  the  qualifications  of 
health  care  personnel.  The  Department  has  taken  little  or  no  action, 
except  with  respect  to  directors  of  clinical  laboratories,  in  developing 
proficiency  testing  and  training  courses.  The  personnel  problems 
which  existed  in  1967  and  which  the  committee  sought  to  alleviate, 
have  been  aggravated  as  a  result  of  the  Department's  continued 
inaction. 

The  Medical  Services  Administration  issued  a  ruling  effective  July 
1,  1970,  concerning  licensed  practical  nurses  in  skilled  nursing  homes 
participating  in  medicaid.  Nursing  homes,  according  to  the  ruling, 
must  have  as  charge  nurses  for  each  shift  (other  than  the  day  shift 
which  requires  a  registered  nurse)  a  registered  nurse  or  a  licensed 
practical  nurse,  with  a  degree  from  a  State-accredited  school  or  its 
equivalent.  There  is  an  acute  shortage  of  nursing  personnel,  and  many 
hundreds  of  nursing  homes  have  been  covering  some  shifts  with  "waiv- 
ered" practical  nurses.  These  are  practical  nurses,  who  do  not  have 
the  required  formal  training,  and  who,  in  many  States,  have  been  li- 
censed on  a  waivered  basis.  Undoubtedly,  a  substantial  proportion  of 
these  practical  nurses  have  years  of  experience  and  are  competent; 
obviously,  other  waivered  practical  nurses  are  not  competent  to 
serve  as  charge  nurses. 

As  noted,  the  Department  of  Health,  Education,  and  Welfare  has 
taken  no  action  since  1967,  in  developing  proficiency  testing  or 
short-term  supplemental  training  for  these  personnel,  and  conse- 
quently, many  otherwise  qualified  nursing  homes  are  being,  or  soon 
may  be,  forced  out  of  the  program  because  of  their  inability  to  locate 
a  registered  nurse  or  a  licensed  practical  nurse. 

Problems  somewhat  similar  to  those  confronting  waivered  licensed 
practical  nurses  exist  with  respect  to  physical  therapists,  medical 
technologists,  and  psychiatric  technicians. 

The  committee  has,  therefore,  included  an  amendment  which 
requires  the  Secretary  to  explore,  develop,  and  apply  appropriate 
means  of  determining  the  proficiency  of  health  personnel  disqualified 
or  limited  in  responsibility  under  present  regulations.  The  committee 
expects  that  the  Secretary  will  regularly  report  to  it  and  to  the 
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Committee  on  Ways  and  Means  of  the  House  of  Representatives 
concerning  the  Department's  progress  in  this  area. 

The  committee  would  emphasize  again  its  concern  that  only 
qualified  personnel  be  utilized  in  providing  care  under  medicare  and 
medicaid.  However,  appropriate  methods  and  procedures  are  capable 
of  being  promptly  developed  and  applied  to  determine  qualifications 
and  to  upgrade  skills  to  qualifying  levels.  The  committee  does  not 
advocate  "grandfathering"  of  poorly  equipped  health  care  personnel 
nor  does  it  advocate  usage  of  arbitrary  and  inflexible  cut-off  standards 
of  qualification  which  rule  out  of  program  participation  many  competent 
personnel. 

Determinations  of  proficiency  will  not  apply  with  respect  to  per- 
sonnel initially  licensed  by  a  State  or  seeking  initial  qualification  as  a 
health  care  person  after  December  31,  1975.  Such  individuals  will  be 
expected  to  meet  appropriate  formal  training  criteria.  But  during  the 
5-year  duration  of  the  program  of  proficiency  determinations,  prospec- 
tive health  care  personnel  and  educational  institutions  should  have 
adequate  time  and  opportunity  to  plan  and  arrange  for  proper  and 
acceptable  training. 

The  amendment  would  be  effective  upon  enactment. 

Inspector-General  for  Health  Administration 
(Sec.  265  of  the  bill) 

Based  upon  its  years  of  inquiry  and  extensive  examination  of  the 
medicare  and  medicaid  programs,  the  committee  found  that  these 
programs  have  suffered  from  the  lack  of  a  dynamic  and  ongoing 
mechanism  with  specific  responsibility  for  continuing  review  of 
medicare  and  medicaid  in  terms  of  the  effectiveness  of  program 
operations  and  compliance  with  congressional  intent. 

While  the  Comptroller  General  and  the  Department  of  Health, 
Education,  and  Welfare's  Audit  Agency  have  done  some  valuable 
and  helpful  work  along  the  above  lines,  there  is  a  pronounced  need  for 
vigorous  day-to-day  and  month-to-month  monitoring  of  these  pro- 
grams, which  now  cost  $15  billion  annually,  conducted  by  a  unit 
relatively  free  of  constant  pressures  from  various  nonpublic  interests 
at  a  level  which  can  promptly  call  the  attention  of  the  Secretary  and 
the  Congress  to  important  problems  and  which  is  charged  with 
authority  to  remedy  such  problems  in  timely,  effective,  and  fully 
responsible  fashion. 

To  achieve  the  above  objectives,  the  committee  has  approved  an 
amendment  which  would  establish  an  Office  of  Inspector  General  for 
Health  Administration  in  the  Department  of  Health,  Education,  and 
Welfare. 

The  responsibilities  and  role  envisaged  for  the  Inspector  General 
for  Health  Administration  are  essentially  patterned  after  the  successful 
approach  employed  in  the  Agency  for  International  Development  and 
the  investigative  and  reporting  responsibilities,  with  respect  to  con- 
gressional requests,  required  of  the  U.S.  Tariff  Commission. 

The  Inspector  General  would  be  provided  with  authority  sufficient 
to  assure  that  medicare  and  medicaid  function  as  Congress  intends. 

He  would  be  appointed  or  reappointed  by  the  President  with  the 
consent  of  the  Senate  for  a  term  of  6  years.  A  Deputy  Inspector 
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General  and  such  additional  personnel  as  are  necessary  to  carry  out 
the  functions  of  the  Inspector  General's  office  are  also  authorized. 

The  Inspector  General  is  to  report  directly  to  the  Secretary  of 
HEW  and  in  carrying  out  his  responsibilities  he  is  not  to  be  under  the 
control  of,  or  subject  to  supervision  by,  any  officer  of  HEW  other  than 
the  Secretary. 

The  Inspector  General  will  have  the  duty  and  responsibility  of 
arranging,  conducting,  or  directing  reviews,  investigations,  inspections, 
and  audits  of  medicare,  medicaid,  and  any  other  programs  of  health 
care  established  under  the  Social  Security  Act  as  he  considers  neces- 
sary for  determining — 

(a)  Efficiency  and  economy  of  administration; 

(b)  Consonance  with  provisions  of  law;  and 

(c)  The  attainment  of  the  objectives  and  purposes  for  which 
the  provisions  of  law  were  enacted. 

He  will  be  required  to  maintain  continuous  observation  and  review 
of  the  programs  to  determine  the  extent  to  which  they  comply  with 
applicable  laws  and  regulations  and  to  evaluate  the  extent  to  which 
the  programs  attain  the  legislative  objectives  and  purposes.  The 
Inspector  General  is  to  make  recommendations  for  correction  of 
deficiencies  or  for  improving  the  organization,  plans,  procedures,  or 
administration  of  the  health  care  programs. 

In  carrying  out  his  duties,  the  Inspector  General  will  have  access 
to  all  records,  reports,  audits,  reviews,  documents,  papers,  recom- 
mendations, or  other  material  of  or  available  to  the  Department  of 
Health,  Education,  and  Welfare  which  relate  to  the  health  care 
programs.  The  head  of  any  Federal  department,  agency,  bureau, 
office,  et  cetera,  would  also,  upon  his  request,  provide  any  information 
which  the  Inspector  General  determines  would  assist  in  the  carrying 
out  of  his  responsibilities. 

The  Inspector  General  will  have  authority  to  suspend  any  regula- 
tion, practice,  or  procedure  employed  in  the  administration  of  any  of 
the  health  care  programs  if  he  determines  (as  a  result  of  any  study, 
investigation,  review,  or  audit)  that  the  suspension  will  promote 
efficiency  and  economy  in  the  administration  of  the  program,  or  that 
the  regulation,  practice,  or  procedure  involved  is  contrary  to  or  does 
not  carry  out  the  objectives  and  purposes  of  applicable  provisions  of 
law.  Any  suspension  would  remain  in  effect  until  an  order  or  reinstate- 
ment was  issued  by  the  Inspector  General  except  that  the  Secretary 
might,  at  any  time  subsequent  to  30  days  after  such  suspension  of  a 
proposed  regulation,  issue  an  order  revoking  the  suspension.  The 
Secretary  might  immediately  revoke  (so  as  to  render  ineffective  and 
inoperative)  any  suspension  ordered  with  respect  to  an  existing 
regulation. 

The  Inspector  General  could  submit  to  the  Committees  on  Ways  and 
Means  and  Finance  such  reports  relating  to  his  activities  as  he  deemed 
appropriate.  He  would,  upon  the  request  of  either  committee  for  any 
information,  study,  or  investigation  relating  to,  or  within  his  responsi- 
bilities, cause  such  information  to  be  furnished  and  such  study  or  inves- 
tigation to  be  undertaken.  When  the  Inspector  General  issued  any 
order  of  suspension  or  reinstatement,  he  would  promptly  notify  the 
Committees  on  Ways  and  Means  of  the  House  of  Representatives  and 
the  Committee  on  Finance  of  the  Senate  of  the  order,  and  submit  to 
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them  information  explaining  the  reasons  for  suspension  or  lifting  of 
suspension.  Where  the  Secretary  terminates  an  order  of  suspension  is- 
sued by  the  Inspector  General  he,  is  required  also  to  submit  an  expla- 
nation of  his  reasons  to  the  two  committees. 

The  Committee  on  Finance  is  convinced  that  this  new  office,  with 
lines  of  communication  direct  to  the  Secretary  of  the  Department 
and  to  the  concerned  committees  of  Congress,  will  make  a  major — 
and  badly  needed — contribution  to  the  efficiency  of  the  massive 
Federal  health  programs  reflected  in  the  medicare  and  medicaid 
statutes.  Armed  as  he  would  be  with  authority  to  suspend  a  regulation, 
practice,  or  procedure  which  he  finds  is  not  in  harmony  with  congres- 
sional intent,  or  which  will,  in  his  considered  opinion,  lead  to  ineffi- 
ciency or  waste,  the  voice  of  the  Inspector  General  will  be  given, 
great  weight  in  the  highest  decision  making  councils  of  the  Department. 

Expenses  of  the  Inspector  General  are  authorized  in  such  amounts 
as  are  necessary  to  carry  out  the  purposes  of  the  amendment  with 
the  Secretary  of  HEW  allocating  proportions  of  the  total  amount 
to  the  various  health  care  programs  and  trust  funds  involved. 

The  Inspector  General  may  make  confidential  expenditures  of  up  to 
$50,000  in  any  fiscal  year,  except  that  not  more  than  $2,000  may 
ever  be  paid  with  respect  to  any  one  individual.  He  would  submit  an 
annual  confidential  report  of  any  such  expenditures  to  the  Committee 
on  Finance  and  to  the  Committee  on  Ways  and  Means. 

The  amendment  is  effective  upon  enactment. 

Increase  in  Maximum  Federal  Medicaid  Matching 
for  Puerto  Rico 

(Sec.  266  of  the  bill) 

At  present,  Federal  matching  funds  for  Puerto  Rico's  medicaid 
expenditures  are  at  a  rate  of  50  percent,  except  that  the  total  amount 
of  Federal  funds  may  not  exceed  $20  million  in  any  fiscal  year. 

The  committee  believes  that  the  $20  million  Federal  maximum  on 
medicaid  payments  to  Puerto  Rico  should  be  adjusted  to  reflect  the 
rise  in  hospital  and  health  care  costs,  as  well  as  the  increase  in  the 
number  of  persons  eligible  for  medicaid  since  1967,  when  the  ceiling 
and  matching  rate  were  established. 

The  committee  recognizes  the  efforts  made  by  Puerto  Rico  to  pro- 
vide comprehensive  health  care.  Among  the  54  jurisdictions  with 
medicaid  programs,  Puerto  Rico  ranks  13th  in  expenditures  per  in- 
habitant for  medical  assistance.  Because  Puerto  Rico  spends  consider- 
ably more  on  its  medicaid  program  than  the  $20  million  necessary  to 
receive  full  Federal  matching,  the  Federal  share  of  Puerto  Rico's 
title  XIX  program  was  only  about  35  percent  in  fiscal  year  1969. 

The  committee  therefore  provided  that  the  Federal  ceiling  on  title 
XIX  payments  to  Puerto  Rico  be  increased  to  $30  million  effective 
with  fiscal  year  1972  and  fiscal  years  thereafter.  The  50  percent 
Federal  matching  rate  would  remain  unchanged. 
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Early  and  Periodic  Diagnosis  and  Screening 
(Sec.  267  of  the  bill) 

Under  section  1905(a)(4)(B)  of  the  Social  Security  Act,  States  are 
required  to  provide  diagnostic  and  screening  services  for  all  medicaid 
eligibles  under  21.  The  committee  has  been  advised  that  the  Depart- 
ment of  Health,  Education,  and  Welfare  has  delayed  issuance  of 
regulations  required  to  implement  the  above  section  because  of  the 
great  cost  which  full  implementation  and  application  of  the  screen- 
ing requirement  would  entail  for  both  the  Federal  and  State  Govern- 
ments. 

The  committee  has  included  an  amendment  under  which  young 
children  eligible  for  medicaid  may  be  given  priority  in  the  provision 
of  periodic  diagnosis  and  screening.  The  Secretary  would  be  au- 
thorized to  establish,  through  regulations,  orderly  priorities  for 
implementation  of  section  1905(a)(4)(B),  giving  initial  priority  in 
the  provision  of  early  and  periodic  diagnosis,  screening  and  treat- 
ment to  young  children  where  States  are  unable  to  provide  these 
services  to  their  entire  eligible  population  under  21. 

The  committee  believes  that  the  establishment  of  priorities  will 
permit  orderly  and  graded  implementation  of  the  requirement  in  all 
States. 

The  amendment  is  effective  upon  enactment. 

Medicaid  Coverage  of  Mentally- III  Children 
(Sec.  268  of  the  bill) 

Under  present  law,  medicaid  payments  for  the  mentally-ill  in  public 
mental  institutions  are  generally  limited  to  persons  age  65  or  over. 

The  committee  amendment  would  authorize  Federal  matching 
under  medicaid  to  also  include  eligible  children,  age  21  or  under, 
receiving  active  care  and  treatment  in  an  accredited  institution  for 
mental  diseases.  The  definitions  of  active  care  and  treatment  and 
accredited  mental  institutions  are  those  applicable  to  psychiatric  insti- 
tutional care  under  the  medicare  program.  An  appropriate  "mainte- 
nance of  effort"  provision  is  included  to  assure  that  the  new  Federal 
dollars  are  utilized  to  improve  and  expand  treatment  of  mentally-ill 
children. 

The  committee  believes  that  the  nation  cannot  make  a  more  com- 
passionate or  better  investment  in  medicaid  than  this  effort  to  restore 
mentally-ill  children  to  a  point  where  they  may  very  well  be  capable 
of  rejoining  and  contributing  to  society  as  active  and  constructive 
citizens. 

The  effective  date  of  the  amendment  is  July  1,  1971. 
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Consultants  for  Extended  Care  Facilities 
(Sec.  270  of  the  bill) 

Among  the  conditions  of  participation  for  extended  care  facilities 
in  the  medicare  program  is  the  requirement  that  these  facilities  retain 
consultants  in  specialty  areas  such  as  the  maintenance  of  medical 
records  and  the  formulation  of  policies  governing  the  provision  of 
dietary  and  social  services.  Reimbursement  is  made  to  eacn  facility 
only  for  that  portion  of  the  costs  of  the  consultants'  services  repre- 
senting services  provided  to  medicare  patients.  For  example,  if  20 
percent  of  the  patient  days  in  an  extended  care  facility  are  medicare 
and  the  remaining  80  percent  are  medicaid  patient  days,  the  facility 
can  recover  only  20  percent  of  the  costs  of  the  consultants'  services 
from  the  medicare  program.  The  remaining  80  percent  of  the  cost 
must  come  from  the  fixed  per  diem  payment  made  by  the  State  for 
medicaid  patients. 

The  committee  is  aware  that  in  many  parts  of  the  country  con- 
sultants in  these  particular  specialty  areas  are  in  short  supply,  com- 
petition for  their  services  is  intense,  and  the  cost  of  retaining  them  on 
a  per  diem  basis  is  often  prohibitive  for  many  extended  care  facilities. 
In  some  cases,  the  difficulty  encountered  by  an  extended  care  facility 
in  retaining  and  paying  for  a  consultant  is  compounded  by  the  fact 
that  a  large  number  of  the  facility's  patients  are  on  medicaid.  Often 
the  State  has  provided  similar  consultative  services  for  these  medicaid 
patients,  and  no  additional  medicaid  allowance  can  be  made  for  the 
outside  consultants  employed  to  meet  the  medicare  conditions  of 
participation. 

Under  the  committee  bill  those  State  agencies  that  are  able  and 
willing  to  provide  these  specialized  consultative  services  for  medicare 
patients  in  an  extended  care  facility  which  requests  them,  would  be 
authorized  to  do  so,  subject  to  approval  by  the  Secretary.  The  provi- 
sion of  consultative  services  by  the  State  agency  on  this  basis  would 
satisfy  the  medicare  requirements  relating  to  the  use  of  consultants  in 
the  appropriate  specialty  areas.  Payment  by  medicare  would  be  made 
directly  to  the  State  agency  for  the  costs  incurred  in  rendering  the 
consultative  services.  The  State  agency  would  be  authorized  to  limit 
the  availability  of  these  services,  consistent  with  its  own  assessment  of 
available  resources  and  needs. 

This  approach  is  in  reality  an  extension  of  present  responsibilities, 
since  State  agencies  have  had  a  consultative  as  well  as  a  certifying  role 
in  medicare. 

The  amendment  should  result  in  lower  costs  to  the  medicare  program 
as  the  consultants  would  be  salaried  employees  of  the  State.  It  should 
also  lead  to  more  effective  use  of  scarce  personnel.  Finally,  determina- 
tion of  compliance  by  a  facility  with  the  required  consultative  services 
would  be  substantially  simplified  through  verification  at  a  single 
source — the  State  agency — rather  than  with  a  multiplicity  of  indi- 
vidual and  scattered  consultants. 

The  amendment  is  effective  upon  enactment. 
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Termination    of    Nursing    Home    Administrator's  Advisory 
Council,  December  31,  1970 

(Sec.  271  of  the  bill) 

The  1967  Social  Security  Amendments  required  State  licensure  of 
nursing  home  administrators.  The  statute  also  established  the  National 
Advisory  Council  on  Nursing  Home  Administration  in  order  to  study, 
develop,  and  advise  the  Secretary  and  the  States  concerning  matters 
relating  to  the  qualifications,  training,  and  other  areas  related  to  a 
proper  program  of  licensure.  The  Council  was  scheduled  to  terminate 
on  December  31,  1971. 

The  committee  has  noted,  however,  that  the  Council  has  essentially 
completed  its  work  and  has  passed  a  resolution  to  that  effect.  There- 
fore, the  committee  included  an  amendment  providing  for  termination 
of  the  National  Advisory  Council  on  Nursing  Home  Administration 
as  of  December  31,  1970.  It  is  expected  that  the  existing  Medical 
Assistance  Advisory  Council  would  assume  responsibility  for  any 
continuing  need  for  advice  and  assistance  with  respect  to  licensing  of 
nursing  home  administrators. 

Maintenance  of  Effort — Medicaid 
(Sec.  272  of  the  bill) 

Pursuant  to  section  1902(d)  of  the  Medicaid  statute  a  State  cannot 
reduce  its  expenditures  for  the  State  share  of  medicaid  from  one  year 
to  the  next.  Failure  to  comply  with  this  requirement  means  ineligi- 
bility for  Federal  medicaid  matching. 

The  committee  has  been  concerned  about  the  effect  of  section  1902 
(d)  on  States  which  may  be  faced  with  fiscal  crises. 

The  State  of  Missouri  has  a  particularly  immediate  and  urgent 
fiscal  problem  and  is  unable  to  meet  the  1902  (d)  requirements. 

Many  needy  people  would  be  denied  necessary  care  in  Missouri  if 
its  medicaid  plan  is  formally  found  out  of  compliance  with  section 
1902(d).  Therefore,  the  committee  amendment  would  exempt  the 
State  of  Missouri  from  the  application  of  section  1902(d)  (1)  retro- 
active to  July  1, 1970. 

Further,  the  committee  believes  that  the  maintenance  of  effort  pro- 
vision in  medicaid  now  functions  as  a  barrier  to  orderly  development 
and  operation  of  State  programs,  and  that  the  States  are  best  able 
to  determine  the  changing  need  of  their  people.  For  these  reasons  the 
committee  has  provided  for  repeal  of  section  1902(d)  upon  enactment. 

Penalties  for  Fraudulent  Acts  and  False  Reporting  Under 
Medicare  and  Medicaid 

(Sec.  273  of  the  bill) 

Under  present  law,  a  false  statement  or  representation  of  a  material 
fact  in  any  application  for  payment  under  social  security  programs 
is  defined  as  a  misdemeanor  and  carries  a  penalty  of  up  to  one  year  of 
imprisonment  ,  a  fine  of  $1,000,  or  both. 
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The  committee  believes  that  a  specific  provision  defining  acts  sub- 
ject to  penalty  under  the  medicare  and  medicaid  programs  should  be 
included  to  provide  penalties  for  certain  practices  which  have  long 
been  regarded  by  professional  organizations  as  unethical,  as  well  as 
unlawful  in  some  jurisdictions,  and  which  contribute  appreciably  to 
the  cost  of  the  medicare  and  medicaid  programs.  Thus,  under  the 
committee  bill,  the  criminal  penalty  provision  would  include  such 
practices  as  the  soliciting,  offering,  or  accepting  of  kickbacks  or  bribes, 
including  the  rebating  of  a  portion  of  a  fee  or  charge  for  a  patient 
referral,  involving  providers  of  health  care  services.  (Another  amend- 
ment in  title  VI  of  this  bill  revives  the  Federal  income  tax  statutes 
to  deny  a  tax  deduction  with  respect  to  such  payments.)  Under  the  bill, 
the  penalty  for  such  acts,  as  well  as  false  statements  or  representations 
of  material  facts  in  any  application  for  payment  under  the  medicare 
and  medicaid  programs,  would  be  a  fine  of  $10,000,  one  year  of  im- 
prisonment, or  both. 

Continuing  investigation  and  review  of  reports  by  the  committee 
have  indicated  that  false  statements  may  have  been  made  by  individ- 
uals and  institutions  with  respect  to  health  and  safety  conditions 
and  operating  conditions  in  health  care  facilities  in  order  to  secure 
approval  for  participation  in  the  medicare  and  medicaid  programs. 

While  the  numbers  of  different  individuals  and  institutions  involved 
in  such  fraud  may  not  be  large  in  relation  to  the  number  participating 
in  the  program,  the  committee  believes  that  a  specific  penalty  for 
such  acts  should  be  provided  to  deter  the  making  or  inducing  of  such 
statements.  Consequent!  v,  the  committee  bill  includes  a  specific  pro- 
vision under  title  XVIII  and  title  XIX  of  the  Social  Security  Act 
whereby  anyone  who  knowingly  and  willfully  makes,  or  induces  or 
seeks  to  induce,  the  making  of  a  false  statement  of  material  fact  with 
respect  to  the  conditions  and  operation  of  a  health  care  facility  or 
agency  in  order  to  secure  certification  or  approval  to  participate  in 
the  medicare  and  medicaid  programs  will  be  subject  to  imprisonment 
for  up  to  6  months,  a  fine  not  to  exceed  $2,000,  or  both. 

The  amendment  is  effective  upon  enactment. 

Public  Disclosure  of  Information  Concerning  an  Institution's 

Deficiencies 

(Sec.  274  of  the  bill) 

At  present,  information  as  to  whether  a  hospital  or  extended  care 
facility  participating  in  the  medicare  program  fully  meets  the  statu- 
tory and  regulatory  requirements  relating  to  conditions  for  partici- 
pation, or  whether  it  has  significant  deficiencies,  is  generally  available 
only  to  the  facility  involved,  appropriate  State  agencies,  and  the 
Administration.  Physicians  and  the  public  in  general  are  currently 
unaware  as  to  which  institutions  among  those  participating  in  the 
Medicare  program  have  significant  deficiencies  and  which  are  making 
serious  efforts  to  overcome  those  deficiencies.  The  committee  believes 
that  in  the  absence  of  public  knowledge  about  the  nature  and  extent 
of  deficiencies  of  individual  facilities,  it  is  exceedingly  difficult  for 
physicians  and  the  public  to  effectively  direct  their  concern  about 
shortcomings  to  the  deficient  facilities  and  to  bring  pressures  for 
improvement  to  bear  on  those  facilities. 
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The  committee  believes  that  easy  public  access  to  timely  informa- 
tion about  deficiencies  (such  as  in  areas  of  staffing,  sanitation,  fire  and 
other  safety  requirements)  would  help  significantly  to  encourage 
facilities  to  correct  their  deficiencies  and,  at  the  same  time,  enable 
physicians  and  patients  to  make  sound  judgments  about  their  own 
use  of  available  facilities  in  the  community.  The  committee  bill, 
therefore,  requires  the  Secretary  of  Health,  Education,  and  Welfare 
to  make  information  on  the  significant  deficiencies  of  individual  pro- 
viders a  matter  of  public  record  readily  available  on  request  at  all 
social  security  district  offices  and  centrally  at  Social  Security  Admin- 
istration headquarters.  The  Secretary  would  make  this  information 
available  only  after  the  provider  has  been  fully  informed  about  the 
significant  deficiencies  that  have  been  identified  and  has  been  given 
a  reasonable  amount  of  time  (not  to  exceed  90  days)  to  correct  the 
deficiencies.  It  is  expected  that  the  Secretary  will  take  the  necessary 
administrative  steps  to  assure  that  the  information  made  available  is 
updated  periodically  as  appropriate. 

The  amendment  is  effective  upon  enactment. 

Authority  for  Establishing  Liens  to  Permit  Recovery  of 

Overpayments 

(Sec.  275  of  the  bill) 

Under  present  law,  where  a  provider  of  services  has  been  overpaid, 
the  Department  of  Health,  Education,  and  Welfare  is  authorized  to 
withhold  future  payments  which  are  otherwise  due  to  the  provider  in 
order  to  recoup  the  amount  of  the  overpayment.  Where  no  further 
payments  are  due  because,  for  example,  the  provider  has  withdrawn 
from  the  program,  the  Department  has  experienced  difficulty  in 
attempting  to  recover  the  amount  overpaid. 

The  committee  is  concerned  because,  in  dealing  with  the  problem  of 
recovery  of  overpayments  to  providers  of  services,  it  has  found  that 
an  effective  administrative  remedy  to  protect  the  interests  of  the 
Government  does  not  exist  in  certain  cases.  These  cases  involve  (1) 
providers  who  have  terminated  their  participation  in  the  program, 
and  who  refuse  to  refund  any  money  to  meet  the  debt  incurred  by  an 
overpayment;  and  (2)  providers  who  continue  to  participate  in  the 
Medicare  program,  but  who  have  very  low  utilization  by  Medicare 
beneficiaries  with  the  result  that  little  or  no  Medicare  payments  are 
due  the  provider. 

If  a  provider  refuses  to  refund,  the  Department's  recourse  in  such 
a  situation  is  to  send  demand  letters  at  prescribed  intervals  and,  if 
this  action  does  not  result  in  a  refund,  to  refer  the  case  to  the  General 
Accounting  Office  for  collection.  If  GAO  is  unsuccessful  in  obtaining 
refund,  the  case  may  be  referred  to  the  Department  of  Justice  for 
legal  action.  The  committee  is  concerned,  however,  that  until  the  case 
is  referred  to  the  Department  of  Justice,  no  effective  administrative 
action  can  be  taken  to  prevent  dissipation  or  diversion  of  assets  by 
the  provider  while  recovery  efforts  are  being  conducted.  During  this 
time,  the  provider  has  had  Government  funds  at  his  disposal  on  which 
he  does  not  have  to  pay  interest.  Furthermore,  he  has  time  to  dispose 
of  his  assets  so  that  if  legal  action  is  ever  undertaken  to  collect  the 
debt,  there  may  not  be  any  assets  available  to  meet  the  obligation. 
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If,  however,  a  lien  in  favor  of  the  Government  in  the  amount  of  the 
overpayment  was  placed  upon  the  property  of  the  provider,  the  assets 
of  the  provider  would  be  conserved  while  the  Government  is  taking 
the  necessary  collection  action. 

The  committee  bill,  therefore,  wTould  provide  authority,  Avhere  a 
determination  of  an  overpayment  has  been  made,  or  the  overpayment 
issue  is  being  contested,  for  establishing  a  lien  in  favor  of  the  U.S. 
Government  in  the  amount  of  the  overpayment  upon  all  property 
belonging  to  the  provider  overpaid.  Where  a  lien  is  filed  the  provider 
would  have  the  right  to  challenge  the  overpayment  determination 
or  issue  by  requesting  a  hearing  by  the  Secretary  of  Health,  Educa- 
tion and  Welfare  and  where  requested  such  hearing  should  be 
promptly  provided.  Liens  would  be  filed  locally.  In  addition,  the  pro- 
vider would  have  a  right  to  judicial  review  of  the  Secretary's  final 
decision  to  apply  a  lien  after  a  hearing,  if  he  is  dissatisfied  with  the 
decision. 

The  amandment  would  become  effective  upon  enactment. 

Inclusion  of  American  Samoa  and  the  Trust  Territory  of  the 
Pacific  Islands  Under  Title  V 

(Sec.  276  of  the  bill) 

American  Samoa  and  the  Trust  Territory  of  the  Pacific  Islands  are 
currently  excluded  from  receiving  Federal  funds  under  the  provisions 
of  the  Crippled  Children  and  Maternal  and  Child  Health  Programs 
(title  V). 

All  other  territories  and  possessions  of  the  United  States  are  pres- 
ently eligible  for  the  benefits  of  these  programs.  The  provision  of  pubic 
health  services  to  mothers  and  children  with  crippling  disease  is  one 
of  the  areas  of  greatest  weakness  in  public  health  programs  in  Micro- 
nesia, and  this  is  reflected  in  a  high  infant  mortality  rate. 

The  committee  bill  would  include  American  Samoa  and  the  Trust 
Territory  of  the  Pacific  Islands  as  eligible  to  receive  an  allotment  of 
funds  under  title  V  of  the  Social  Security  Act. 

The  amendment  is  effective  with  respect  to  fiscal  years  beginning  on 
and  after  July  1, 1971. 

Relationship  Between  Medicaid  and  Comprehensive  Health  Care 

Programs 

(Sec.  277  of  the  bill) 

Present  law  provides  that  under  title  XIX  all  eligible  recipients 
should  receive  the  same  scope  of  services ;  that  those  services  should  be 
available  throughout  the  State  and  that  recipients  should  have 
freedom  of  choice  with  regard  to  where  they  receive  their  care. 

Section  1902(a)  (23)  also  provides  that  recipients  be  allowed  to  ob- 
tain medical  care  through  organizations  which  provide  such  services 
(or  arrange  for  their  availability)  on  a  prepayment  basis,  if  the  recip- 
ient so  chose. 

State  agencies  often  cannot  make  pre-payment  arrangements  which 
might  result  in  more  efficient  and  economical  delivery  of  health  serv- 
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ices,  because  the  prospective  arrangements  might  violate  title  XIX 
in  that  some  recipients  might  receive  a  broader  scope  of  benefits  than 
others.  This  is  so  because  the  possibility  for  making  such  arrangements 
may  only  exist  in  certain  areas  of  a  State. 

The  committee  bill  would  amend  section  1902(a)  (23)  to  permit  a 
State  to  make  arrangements  for  the  delivery  of  health  services  on  a  pre- 
paid basis  in  an  area,  including  arrangements  with  neighborhood 
health  centers,  where  such  services  are  available  and  to  the  extent  they 
are  provided,  without  a  requirement  that  such  arrangement  necesarily 
be  provided  all  Medicaid  eligibles  in  the  State  with  the  approval  of 
the  Secretary. 

The  amendment  is  effective  upon  enactment. 

Refunding  of  Excess  Medicare  Premiums 
(Sec.  278  of  the  bill) 

Under  present  law,  where  part  B  entitlement  terminates  due  to  the 
death  of  the  enrollee,  refund  of  any  excess  premiums  is  made,  upon 
claim,  to  the  legal  representative  of  the  enrollee's  estate.  If  there  is 
no  legal  representative  and  it  is  reasonably  certain  that  none  will  be 
appointed,  refund  may  be  made,  only  upon  claim,  to  a  relative  of  the 
deceased  on  behalf  of  the  estate. 

It  has  come  to  the  committee's  attention  that  early  in  the  program 
it  was  recognized  that  excess  part  B  premiums  paid  by  a  deceased 
enrollee  could  be  best  disposed  of,  in  those  cases  where  there  is  no  legal 
representative  of  the  deceased's  estate,  by  adding  them  to  benefits 
subsequently  payable  on  the  same  Medicare  claims  number,  or  to  those 
relatives  who  would  (except  for  age  or  dependency  requirements)  be 
eligible  on  the  same  record.  However,  the  Office  of  General  Counsel 
has  advised  that  this  could  not  be  done  in  the  absence  of  necessary 
authority  in  the  law.  Consequently,  the  much  more  cumbersome  claims 
procedure  has  had  to  be  used.  Where  there  is  no  claim  for  the  excess 
premium  payments,  no  refund  is  made. 

A  similar  problem  is  likely  to  exist  with  respect  to  premiums  paid 
in  advance  under  the  provision  of  the  bill  which  would  provide,  at  a 
cost  of  $27  per  month  per  enrollee,  hospital  insurance  coverage  for 
people  who  are  age  65  and  over  and  who  are  not  eligible  for  such  cov- 
erage under  present  law. 

The  committee  bill,  therefore,  would  provide  authority  for  the  Sec- 
retary to  dispose  of  excess  supplementary  medical  insurance  premiums 
and  excess  hospital  insurance  premiums  in  the  same  manner  as  unpaid 
medical  insurance  benefits  are  treated. 

Definition  of  Physician  Under  Medicaid 

(Sec.  279  of  the  bill) 

The  committee  has  amended  section  1905(a)  (5)  of  Medicaid  so  as 
to  clarify  the  definition  of  a  physician  as  being  a  duly  licensed  doctor 
of  medicine  or  osteopathy. 
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Services  of  other  types  of  health  care  practitioners  are  authorized 
in  subsequent  provisions  of  Section  1905(a). 

Reimbursement  Appeals  by  Providers  or  Services 

(Sec.  281  of  the  bill) 

Under  present  law  a  fiscal  intermediary  determines  the  amount  of 
reasonable  cost  to  be  paid  to  a  provider  of  services.  There  is  no  specific 
legislative  provision  for  an  appeal  by  the  provider  of  the  intermedi- 
ary's final  reasonable  cost  determinations.  Although  the  Social  Secu- 
rity Administration  has  instituted  certain  administrative  procedures 
to  assist  providers  and  intermediaries  to  reach  reasonable  and  mutually 
satisfactory  settlements  of  disputed  reimbursement  items,  the  com- 
mittee believes  that  it  is  desirable  to  prescribe  in  law  a  specific  appeals 
procedure  for  disputed  final  settlements  applying  to  reasonable  cost 
determinations.  This  procedure  does  not  apply  to  questions  of  cover- 
age or  disputes  involving  individual  beneficiary  claims. 

The  committee  bill,  therefore,  provides  for  the  establishment  of  the 
Provider  Reimbursement  Appeals  Board.  The  Board  will  be  com- 
posed of  5  members,  properly  qualified  in  the  Medicare  field,  appointed 
by  the  Secretary  of  Health,  Education,  and  Welfare.  At  least  one  mem- 
ber of  the  Board  will  be  a  certified  public  accountant.  The  Secretary 
will  select  2  of  the  members  from  qualified  and  acceptable  nominees 
of  the  providers. 

Any  provider  of  services  (or  groups  of  such  providers)  which  has 
filed  timely  cost  reports  may  appeal  an  adverse  final  decision  of  the 
fiscal  intermediary  to  the  Board  where  the  amount  at  issue  aggregates 
$10,000  or  more.  In  addition,  any  provider  which  has  not  received  a 
final  cost  determination  from  the  fiscal  intermediary  within  90  days 
of  filing  its  annual  cost  report,  if  such  report  is  substantially  in  proper 
order,  or  within  90  days  from  an  acceptable  supplemental  filing,  where 
the  initial  filing  was  deficient,  may  appeal  to  the  Board  where  the 
amount  at  issue  is  $10,000  or  more. 

The  provider  shall  have  the  right  to  reasonable  notice  as  to  the  time 
and  place  of  hearing  and  reasonable  opportunity  to  appear  at  the  hear- 
ing. It  may  be  represented  by  counsel  and  introduce  reasonable  and 
pertinent  evidence  to  supplement  or  contradict  the  evidence  considered 
by  the  fiscal  intermediary.  Reasonable  opportunity  to  examine  and 
cross-examine  witnesses  shall  be  provided.  All  decisions  by  the  Board 
shall  be  based  upon  the  record  made  at  such  hearing  which  may  in- 
clude any  evidence  submitted  by  the  Department.  Such  evidence  shall 
include  the  evidence  or  record  considered  by  the  intermediary.  Based 
upon  examination  of  all  of  the  evidence,  such  Board  may  find  in  whole 
or  in  part  for  the  provider  or  the  Government  (including  a  finding 
based  upon  the  evidence  before  it  that  the  provider  or  Government 
owes  sums  in  addition  to  the  amount  raised  in  the  appeal ) . 

The  decision  of  the  Provider  Reimbursement  Appeals  Board  shall 
be  final,  subject  to  review  and  affirmation  by  the  Secretary.  The 
Secretary  shall  have  60  days  to  review  the  decision.  If  the  Board's  deci- 
sion is  unfavorable  to  the  provider  and  is  not  affirmed  by  the  Secretary 
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or  if  a  decision  favorable  to  the  provider  is  reversed  by  the  Secretary 
within  the  60-day  period,  the  provider  shall  have  the  right  to  review 
by  the  United  States  District  Court  in  which  it  is  located  or  in  the 
United  States  District  Court  for  the  District  of  Columbia,  as  an 
aggrieved  party  under  the  Administrative  Procedure  Act,  notwith- 
standing any  other  provision  in  section  205  of  this  title. 

The  amendment  would  become  effective  with  respect  to  accounting 
periods  ending  after  June  30, 1971. 

Statute  or  Limitations — Waiver  or  Recovery  of  Incorrect 
Payments  Under  the  Medicare  Program 

(Sec.  282  of  the  bill) 

Under  present  law,  the  Secretary  is  required  to  recover  overpay- 
ments made  to  or  on  behalf  of  an  individual  where  it  is  determined 
that  services  for  which  payment  has  been  made  were  not  covered  un- 
der medicare.  Further,  present  law  provides  that  overpayments  made 
to  providers  or  other  persons  for  services  furnished  an  individual, 
which  cannot  be  recovered  from  the  overpaid  provider  of  services  or 
other  person,  may  be  recovered  by  decreasing  subsequent  payments 
to  which  an  individual  is  entitled  under  title  II  of  the  Act. 

Present  law  also  provides  that  adjustment  or  recovery  of  an  in- 
correct payment  will  not  be  made  with  respect  to  an  individual  who 
is  without  fault  and  where  such  an  adjustment  (or  recovery)  would 
defeat  the  purposes  of  title  II  or  would  be  against  equity  and  good 
conscience.  However,  there  are  no  similar  provisions  specifically  au- 
thorizing the  application  of  waiver  with  respect  to  providers  of  serv- 
ices and  other  overpaid  persons.  While  the  Administration  has  de- 
veloped guidelines  to  specify  the  situations  where  a  provider  of  serv- 
ices or  other  person  should  not  be  held  responsible  for  repayment  of 
incorrect  amounts,  the  committee  has  added  provisions  to  apply 
where  it  seems  inequitable  to  recover  from  a  provider  or  the  in- 
dividual. 

The  committee  is  particularly  concerned  about  overpayments  dis- 
covered long  after  the  payment  was  made.  It,  has  therefore,  provided 
that,  after  3  years  have  expired,  there  be  a  presumption,  in  the  absence 
of  evidence  to  the  contrary,  that  the  provider  or  other  person  shall 
be  deemed  to  be  without  fault  with  respect  to  an  overpayment  and 
that  under  such  circumstances  no  collection  should  be  made. 

The  committee  recognizes  that  in  making  decisions  as  to  the  med- 
ical necessity  for  services  and  the  level  of  care  which  may  be  provided 
an  individual  in  an  institutional  setting,  often  the  provider"  of  serv- 
ices or  other  person  has  placed  reasonable  reliance  upon  the  physician's 
decision  as  to  the  need  for  the  services  provided  or  for  the  individual's 
admission  to  a  medical  facility.  Further,  the  committee  recognizes 
that  the  individual  who  receives  the  services  may  have  little  basis 
tor  evaluating  the  appropriateness  of  the  level  of  care  provided  him 
and  that  it  can  be  inequitable  in  such  situations  to  find  that  he  is  at 
rault  with  respect  to  any  incorrect  payments  that  may  be  made  bY 
medicare  for  the  services  he  received. 
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The  amendment  also  requires  that  providers  under  their  participa- 
tion agreements  (or  physicians  or  other  persons  where  they  have  ac- 
cepted assignments)  where  collection  of  an  overpayment  is  made  from 
the  provider  or  others,  be  prohibited,  after  3  years,  from  charging 
beneficiaries  for  services  found  by  the  Secretary  to  be  medically  un- 
necessary or  custodial  in  nature,  in  the  absence  of  fault  on  the  part  of 
the  individual  who  received  the  services. 

Additionally,  the  Secretary  would  be  authorized  to  deny  claims  for 
reimbursement  made  after  lapse  of  a  reasonable  period  of  time  speci- 
fied by  him  in  regulation,  of  not  less  than  1  year  nor  more  than  3  years. 

The  amendment  is  effective  upon  enactment. 

Extension  of  75  Percent  Federal  Matching  for  Medical 
Personnel  Under  Contract 

(Sec.  283  of  the  bill) 

Present  law  permits  Federal  financial  participation  at  the  75- 
percent  rate  for  the  compensation  of  skilled  professional  medical 
personnel  and  staff  directly  supporting  such  personnel  of  the  State 
agency  or  of  any  public  agency  involved  in  the  administration  of  the 
title  XIX  program  at  the  State  or  local  level.  Such  personnel  and 
staff  include  physicians;  members  of  other  health  professions  such 
as  dentists,  medical  and  psychiatric  social  workers,  nurses,  and  phar- 
macists; other  specialized  personnel,  such  as  research  specialists  and 
experts  on  medical  costs.  States  are  compensated  at  a  50-percent  level 
for  general  administration  of  the  title  XIX  program. 

The  committee  has  extended  the  75 -percent  matching  rate  to  include 
additional  skilled  medical  personnel  and  direct  supporting  staff 
other  than  those  of  the  State  agency  itself.  States  would  thus  be  able, 
by  contract  arrangements,  to  use  professional  medical  personnel  for 
independent  professional  and  medical  audits  required  with  respect 
to  patients  in  skilled  nursing  homes,  mental  institutions,  and  inter- 
mediate care  facilities  whose  use  might  otherwise  not  be  economical. 

The  amendment  is  effective  upon  enactment. 

4.  ADDITIONAL  MATTERS  OF  CONCERN  TO  THE  COMMITTEE 

Uniform  Medicare  Keimbursement 

Under  present  medicare  regulations,  providers  have  the  option  to  be 
reimbursed  under  the  Departmental  Method  or  Combination  Method 
of  apportionment  of  costs  between  medicare  and  others  who  pay  for 
care.  (Under  the  option  a  change  from  one  method  to  another  requires 
a  timely  written  request  filed  ahead  of  time  by  the  provider  and 
approval  by  its  intermediary.)  To  determine  medicare  reimbursement 
under  the  Departmental  Method,  the  ratio  of  beneficiary  charges  to 
total  patient  charges  for  the  services  of  each  department  is  applied  to 
the  cost  of  the  department.  Under  the  Combination  Method,  the  cost 
of  routine  services  for  medicare  beneficiaries  is  determined  on  an 
average  cost  per  diem  basis  and  to  this  is  added  the  cost  of  ancillary 
services  determined  by  apportioning  the  total  cost  of  ancillary  services 
on  the  basis  of  the  ratio  of  medicare  beneficiary  charges  for  ancillary 
services  to  total  patient  charges  for  such  services. 
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Both  the  Comptroller-General  of  the  United  States  and  the  HEW 
Audit  Agency  have  recommended  that  the  use  of  the  combination 
method  should  be  eliminated  because  certain  pediatric  and  obstetrical 
costs  are  included  in  the  total  ancillary  service  costs  against  which  the 
medicare  portion  of  charges  are  applied  to  arrive  at  program  reim- 
bursement. If  charges  are  below  cost  for  the  pediatric  and  obstetrical 
services  that  are  involved  and  charges  are  above  cost  for  medicare 
ancillary  services  as  a  whole,  as  appears  to  be  the  case  in  many  hos- 
pitals, some  of  the  loss  on  these  nonmedicare  services  is  shifted  to 
medicare.  There  are  no  rational  grounds  for  preserving  the  unintended 
reimbursement  of  such  costs  where  it  is  feasible  to  avoid  such  payment. 
Furthermore,  the  statute  requires  that  medicare  pay  only  for  the 
actual  costs  associated  with  the  elderly. 

•  The  committee  is  also  aware  that  the  Combination  Method  of 
apportionment  while  less  accurate  than  the  Departmental  Method  of 
apportionment  has  been  retained  for  medicare  reimbursement  to 
avoid  imposing  the  greater  complexity  of  the  Departmental  Method  on 
institutions  incapable  of  handling  it.  The  statute  permits  the  deter- 
mination of  an  institution's  reimbursable  costs  using  various  methods 
and  through  the  use  of  estimates,  and  the  choice  of  methods  requires 
a  balancing  of  accuracy  as  to  the  reimbursable  amount  against  the 
cost  and  difficulty  of  obtaining  it.  At  the  same  time,  the  committee 
has  also  noted  that  under  present  regulations  and  cost  reporting 
procedures  (which  allow  large  as  well  as  small  institutions  to  use  the 
combination  method  at  their  option)  much  of  the  cost  finding  re- 
quired by  medicare  is  the  same  for  providers  using  either  the  Depart- 
mental Method  or  the  Combination  Method,  and  many  small  pro- 
viders find  this  cost  finding  requirement  quite  difficult  to  meet. 
Moreover,  when  the  original  medicare  reimbursement  regulations 
were  developed,  it  was  believed  by  the  Department  of  HEW  that 
even  some  relatively  large  hospitals  would  have  difficulty  completing 
the  required  cost  finding  and  would  also  be  unable  to  apportion  costs 
under  the  Departmental  Method  because  of  poor  recordkeeping 
practices,  and  this  initial  provision  for  simplifying  reimbui  semen t  even 
for  the  largest  institutions  seems  reasonable  for  the  past. 

It  is  recognized  that  medicare  cost  finding  and  cost  reporting  re- 
quirements have  contributed  to  an  upgrading  in  recordkeeping  and 
accounting  systems  and  it  does  not  seem  unreasonable  now  to  expect 
all  larger  institutions  which  generally  receive  larger  medicare  pay- 
ments to  use  the  more  accurate  Departmental  Method  of  apportion- 
ment of  costs  between  medicare  and  other  payers.  On  the  other 
hand,  the  committee  is  concerned  that  for  smaller  providers  program 
cost  finding  requirements  should  be  simplified  wherever  possible 
and  wherever  equitable. 

Therefore,  the  committee  and  the  Department  concur  that  the 
Department  should  simplify  its  cost  finding  and  cost  reporting  re- 
quirements for  smaller  institutions  (e.g.  those  having  less  than  100 
beds)  and  require  the  use  of  the  Combination  Method  by  those  insti- 
tutions without  an  option  to  use  the  Departmental  Method.  At  the 
same  time  larger  institutions  (e.g.  those  with  100  beds  or  more)  should 
be  required  to  carry  out  cost  finding  under  more  sophisticated  methods 
and  to  apportion  costs  under  the  more  accurate  Departmental  Method. 
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By  requiring  simplified  cost  rinding  and  the  Combination  Method 
for  smaller  institutions  and  the  Departmental  Method  for  larger 
institutions  the  program  would:  eliminate  the  provider  option  which 
gives  a  provider  an  advantage  in  reimbursement  based  on  informed 
selection  of  method  (not  necessarily  on  any  justifiable  merit);  eliminate 
the  need  for  providers  to  try  out  more"  than  one  method  to  see  which 
is  more  favorable;  relate  the  degree  of  cost  finding  and  cost  determina- 
tions to  the  relative  administrative  expertise  of  providers  (there  is  a 
correlation  between  accounting  systems  and  expertise  and  institution 
size) ;  result  in  better  cost  reimbursement  determinations  for  the  larger 
institutions  which  receive  the  greater  part  of  Medicare  payments; 
and  permit  better  cost  analyses  for  making  program  payment  deter- 
minations because  all  providers  of  a  given  size  would  use  the  same 
method  of  cost  finding  and  be  reimbursed  under  the  same  method  of 
apportionment.  Moreover,  it  is  expected  that  implementing  these  re- 
quirements would  reduce  the  recordkeeping  and  auditing  costs  of  both 
the  institutions  and  the  program. 

The  Department  has  stated  that  it  will  move  ahead  as  expeditiously 
as  possible,  after  appropriate  consultation,  to  develop  and  implement 
through  regulations,  forms,  and  instructions  the  new  cost  finding  and 
cost  reporting  requirements  to  be  applied  after  due  notice.  Such 
requirements  are  expected  to  apply  to  institutional  fiscal  years 
beginning  on  or  after  July  1,  1971.  It  is  reasonable  to  continue  to 
explore  possible  revisions  in  cost  finding  and  cost  apportionment 
to  always  seek  the  best  balance  of  accuracy  ana  equity. 

Medicare  Carriers  and  Intermediaries 

Carriers  and  intermediaries  are  the  private  insurance  companies 
and  Blue  Cross  and  Blue  Shield  plans  who  serve  as  agents  of  the  Gov- 
ernment in  administering  medicare.  In  keeping  with  its  continuing 
concern  that  medicare's  administrative  performance  be  substantially 
improved,  the  committee  reiterates  the  original  Congressional  intent 
that  inefficient  and  uneconomical  medicare  carriers  and  intermediaries 
be  promptly  terminated  and  replaced  as  soon  as  possible  by  more  cap- 
able organizations  including,  if  no  other  alternative  is  suitable,  the 
Department  itself.  In  general,  this  intent  has  not  been  complied  with. 
It  is  fully  expected  that  it  will  be  followed  from  here  on  even  if,  in 
the  short-run,  additional  start-up  and  related  costs  are  necessarily 
incurred. 
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V.  CATASTROPHIC  HEALTH  INSURANCE  PROGRAM 


The  Committee  on  Finance  is  concerned  about  the  devastating  effect 
which  a  catastrophic  illness  can  have  on  families  unfortunate  enough 
to  be  affected  by  such  an  illness.  Over  the  past  decades  science  and 
medicine  have  taken  great  strides  in  their  ability  to  sustain  and  prolong 
life.  Patients  with  kidney  failure,  which  until  recently  would  have  been 
rapidly  fatal,  can  now  be  maintained  in  relative  good  health  for  many 
years  with  the  aid  of  dyalysis  and  transplantation.  Patients  with 
spinal  cord  injuries  and  severe  strokes  can  now  often  be  restored  to  a 
level  of  functioning  which  would  have  been  impossible  years  ago. 
Modern  burn  treatment  centers  can  keep  victims  of  severe  burns  alive 
and  can  offer  the  victim  restorative  surgery  which  can  in  many  in- 
stances erase  the  after  effects  of  such  burns. 

These  are  but  a  few  examples  of  the  impact  which  recent  progress 
in  science  and  medicine  has  had.  This  progress,  however,  has  had 
another  impact.  These  catastrophic  illnesses  and  injuries  which  here- 
tofore would  have  been  rapidly  fatal  and  hence  not  too  expensive  finan- 
cially, now  have  an  enormous  impact  on  a  family's  finances.  The 
newly  developed  methods  of  treating  catastrophic  illnesses  and  in- 
juries involve  long  periods  of  hospitalization,  often  in  special  inten- 
sive care  units,  and  the  use  of  complex  and  highly  expensive  machines 
and  devices.  The  net  cost  of  a  catastrophic  illness  or  injury  can  be  and 
usually  is  staggering.  Hospital  and  medical  expenses  of  many  thou- 
sands of  dollars  can  rapidly  deplete  the  resources  of  nearly  any 
family  in  America,  These  families  are  then  faced  not  only  with  the 
devastating  effect  of  the  illness  itself,  but  also  with  the  necessity  of 
accepting  charity  or  welfare.  Catastrophic  illnesses  do  not  strike 
often,  but  when  they  do  the  effects  are  disastrous — particularly  in  the 
context  of  soaring  health  care  costs. 

The  Committee  on  Finance  believes  that  Government  and  social 
insurance  programs  should  be  able  to  respond  to  the  progress  made 
in  medical  science.  Medicine  and  science  are  now  often  able  to  mitigate 
the  physical  effects  of  a  catastrophic  illness  or  injury,  and  the  com- 
mittee believes  that  govcernment,  through  our  established  social  in- 
surance mechanism  should  act  to  mitigate  the  financial  effects  of  such 
catastrophes. 

The  committee  has  adopted  an  amendment  which  would  establish 
a  Catastrophic  Health  Insurance  Program. 

The  program  would  be  designed  to  complement  private  health  in- 
surance which  has  played  the  major  role  in  insuring  against  basic 
health  expenses.  About  80  percent  of  people  under  age  65  have  insur- 
ance against  hospitalization  expenses,  but  these  policies  all  have  a  limit 
on  hospital  days  which  they  will  cover.  The  most  common  policies 
cover  60  days  of  care.  Similarly,  existing  private  policies  designed 
to  cover  medical  expenses  have  upper  limits  of  coverage.  Private 
major  medical  insurance  plans  are  available,  but  are  held  by  only 
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20  to  30  percent  of  the  population.  In  addition,  even  the  major  medical 
plans  have  maximum  benefits  per  spell  of  illness,  usually  ranging 
from  $5,000  to  $20,000. 

The  committee's  Catastrophic  Health  Insurance  Program  would 
be  structured  to  take  maximum  advantage  of  the  experience  gained 
by  medicare.  The  program  would  use  medicare's  established  adminis- 
trative mechanism  wherever  possible,  and  would  incorporate  all  of 
medicare's  cost  and  utilization  controls. 

Eligibility 

The  committee  amendment  establishes  a  new  Catastrophic  Health 
Insurance  Program  (CHIP)  as  part  of  the  Social  Security  Act  fi- 
nanced by  payroll  contributions  from  employees,  employers  and  the 
self-employed.  Under  the  committee's  provision  all  persons  under 
age  65  who  are  fully  or  currently  insured  under  the  social  security 
program,  their  spouses  and  dependent  children  would  be  eligible  for 
CHIP  protection.  All  persons  under  age  65  who  are  entitled  to  retire- 
ment, survivors,  or  disability  benefits  under  social  security  as  well  as 
their  spouses  and  dependent  children  would  also  be  eligible  for  CHIP. 
This  constitutes  about  95  percent  of  all  persons  under  age  65. 

Persons  over  65  would  not  be  covered  as  they  are  protected  under 
the  medicare  program  which,  in  spite  of  its  limitation  on  hospital 
and  extended-care  days,  is  a  program  Avith  a  benefit  structure  ade- 
quate to  meet  the  significant  health  care  needs  of  all  but  a  very  small 
minority  of  aged  beneficiaries.  The  largest  noncovered  groups  under 
age  65  are  Federal  employees,  employees  covered  by  the  Railroad 
Retirement  Act,  and  State  and  local  governmental  employees  who  are 
eligible  for  social  security  but  not  covered  due  to  the  lack  of  an  agree- 
ment with  the  State.  (There  are  a  small  number  of  people  who  are 
still  not  covered  by  social  security  or  other  retirement  programs ;  the 
majority  of  these  are  domestic  or  agricultural  workers  who  have  not 
met  the  necessary  social  security  coverage  requirements.) 

Federal  employees  are,  however,  eligible  for  both  basic  and  major 
medical  catastrophic  health  insurance  protection  under  the  Federal 
Employees  Health  Benefits  Act,  with  the  Federal  Government  paying 
40  percent  of  the  costs  of  such  coverage.  To  assure  equitable  treatment 
of  those  Federal  employees  who  also  are  eligible  for  social  security, 
a  special  provision  of  the  committee  bill  would  require  the  Federal 
Employees  Health  Benefits  program  to  make  available  to  Federal 
employees  who  have  sufficient  social  security  coverage  to  be  eligible 
under  CHIP,  a  plan  which  supplements  CHIP  coverage;  if  such  a 
plan  is  not  made  available  to  Federal  employees,  no  CHIP  payments 
will  be  available  for  services  otherwise  payable  under  the  FEHB 
plan. 

Buy-in  for  State  and  Local  Employees 

Under  the  committee  bill,  State  and  local  employees  who  are  not  cov- 
ered by  social  security  could  receive  coverage  under  CHIP  if  the  State 
and  local  governments  exercise  an  option  to  buy  into  the  program  to 
cover  them  on  a  group  basis.  When  purchasing  this  protection,  States 
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would  ordinarily  be  expected  to  include  all  employees  and  eligible  an- 
nuitants under  a  single  agreement  with  the  Secreary.  A  determination 
by  the  State  as  to  whether  an  individual  is  an  annuitant  or  member 
of  a  retirement  system  or  is  otherwise  eligible  to  have  such  coverage 
purchased  on  his  behalf  would,  for  purposes  of  the  agreement  to  pro- 
vide CHIP  protection,  be  final  and  binding  upon  the  Secretary.  Each 
State  which  enters  into  an  agreement  with  the  Secretary  of  Health, 
Education,  and  Welfare  to  purchase  CHIP  protection  will  be  required 
to  reimburse  the  Federal  Catastrophic  Health  Insurance  Trust  Fund 
for  the  payments  made  from  the  fund  for  the  services  furnished  to 
those  persons  covered  under  CHIP  through  the  State's  agreement 
with  the  Secreatry,  plus  the  administrative  expenses  incurred  by  the 
Department  of  Health,  Education,  and  Welfare  in  carrying  out  the 
agreement.  Payments  will  be  made  from  the  fund  to  providers  of 
services  for  covered  services  furnished  to  these  persons  on  the  same 
basis  as  for  other  persons  entitled  to  benefits  under  CHIP.  Conditions 
are  also  specified  under  which  the  Secretary  or  the  State  could,  after 
due  notice,  terminate  the  agreement. 

Benefits 

The  benefits  that  would  be  provided  under  CHIP  would  be  the  same 
as  those  currently  provided  under  parts  A  and  B  of  medicare,  except 
that  there  would  be  no  upper  limitations  on  hospital  days,  extended 
care  facility  days,  or  home  health  visits.  Present  medicare  coverage 
under  part  A  includes  90  days  of  hospital  care  and  60  days  of  post- 
hospital  extended  care  in  a  benefit  period,  plus  an  additional  lifetime 
reserve  of  60  hospital  days ;  and  100  home  health  visits  during  the  year 
following  discharge  from  a  hospital  or  extended  care  facility.  Part  B 
coverage  includes  physicians'  services,  100  home  health  visits  annually, 
outpatient  physical  therapy  services,  laboratory  and  X-ray  services 
and  other  medical  and  health  items  and  services  such  as  durable  medi- 
cal equipment. 

The  major  benefits  excluded  from  medicare,  and  consequently  ex- 
cluded from  this  proposal,  are  nursing  home  care,  prescription  drugs, 
hearing  aids,  eyeglasses,  false  teeth  and  dental  care.  Medicare's  limita- 
tions on  inpatient  care  in  psychiatric  hospitals,  which  limit  payment 
to  active  treatment  subject  to  a  190  day  lifetime  maximum,  and  the 
program's  annual  limitation  on  outpatient  services  in  connection  with 
mental,  psychoneurotic  and  personality  disorders  are  also  retained. 
An  additional  exclusion  would  be  for  items  or  services  which  the  Secre- 
tary of  Health,  Education,  and  Welfare  rules  to  be  experimental  in 
nature. 

Deductibiles  and  Coinsurance 

The  committee  believes  that  in  keeping  with  the  intent  of  this  pro- 
gram to  protect  against  health  costs  so  severe  that  they  usually  have  a 
catastrophic  impact  on  a  family's  finances,  a  deductible  of  substantial 
size  should  be  required.  The  committee's  proposal  has  two  entirely 
separate  deductibles  which  would  parallel  the  inpatient  hospital 
deductible  under  part  A  and  the  $50  deductible  under  part  B  of 
medicare. 
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The  separate  deductibles  are  intended  to  enhance  the  mesh  of  the 
program  with  private  insurance  coverage.  In  order  to  receive  both  hos- 
pital and  medical  benefits,  both  deductibles  must  be  met.  If  a  person 
were  to  meet  the  hospital  deductible  alone,  he  would  become  eligible 
only  for  the  hospital  and  extended  care  benefits.  Similarly,  if  a  family 
were  to  meet  the  $2,000  medical  deductible,  they  would  become  eligible 
only  for  the  medical  benefits. 

Hospital  Deductible  and  Coinsurance 

There  would  be  a  hospital  deductible  of  60  days  hospitalization  per 
year  per  individual. 

After  an  individual  has  been  hospitalized  for  a  total  of  60  days  in 
one  year,  he  would  become  eligible  for  payments  toward  hospital  ex- 
penses associated  with  continued  hospitalization.  The  program  would 
thus  begin  payment  with  the  61st  day  of  his  hospitalization  in  that 
year.  Only  those  posthospital  extended  care  services  which  he  receives 
subsequent  to  having  met  the  60-day  deductible  would  be  eligible  for 
payment. 

After  the  hospital  deductible  has  been  met,  the  program  would  pay 
hospitals  substantially  as  they  are  presently  paid  under  medicare,  with 
the  individual  being  responsible  for  a  coinsurance  amount  equal  to  one- 
fourth  of  the  medicare  inpatient  hospital  deductible  applicable  at  that 
time.  Extended  care  services  which  are  eligible  for  payment  would  be 
subject  to  a  daily  coinsurance  amount  equal  to  one-eighth  of  the  medi- 
care inpatient  hospital  deductible.  In  January  1971,  this  coinsurance 
will  amount  to  $15  a  day  for  inpatient  hospital  services  and  $7.50  a  day 
for  extended  care  services.)  Thus  the  coinsurance  could  rise  yearly  in 
proportion  to  any  increase  in  hospital  costs. 

Medical  Deductible  and  Coinsurance 

There  would  be  a  supplemental  medical  deductible  initially  estab- 
lished at  $2,000  per  year  per  family.  The  Secretary  of  Health,  Educa- 
tion, and  Welfare  would,  between  July  1  and  October  1  of  each  year 
(beginning  in  1972) ,  determine  and  announce  the  amount  of  the  sup- 
plemental medical  deductible  for  the  following  year. 

The  deductible  would  be  the  greater  of  $2,000  or  $2,000  multiplied 
by  the  ratio  of  the  physicians'  services  component  of  the  Consumer 
Price  Index  for  June  of  that  year  to  the  level  of  that  component  for 
December  1971.  Thus,  the  deductible  could  rise  yearly  in  proportion 
to  anv  increase  in  the  price  of  physicians'  services. 

After  a  family  has  incurred  expenses  of  $2,000  for  physicians'  bills, 
home  health  visits,  physical  therapy  services,  laboratory,  and  X-ray 
services  and  other  covered  medical  and  health  services  the  family 
would  become  eligible  for  payment  under  the  program  toward  these 
expenses.  For  purposes  of  determining  the  deductible,  a  family  would 
be  defined  as  a  husband  and  wife  and  all  minor  and  dependent  children. 

After  the  medical  deductible  had  been  met,  the  program  would  pay 
for  80  percent  of  eligible  medical  expenses,  with  the  patient  being  re- 
sponsible for  coinsurance  of  20  percent. 
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Deductible  Carryover 

As  in  part  B  of  medicare,  the  plan  would  have  a  deductible  carry- 
over feature — applicable  to  both  the  dollar  deductible  and  the  hospital- 
day  deductible — under  which  expenses  incurred  (or  hospital  days 
used)  but  not  reimbursed  during  the  last  calendar  quarter  of  a  year 
would  also  count  toward  the  satisfaction  of  the  deductibles  for  the 
ensuing  year.  For  example,  an  individual  admitted  to  a  hospital  with 
a  cardiac  condition  on  December  10,  1972,  and  continuously  hospital- 
ized through  February  19, 1973,  would  not,  in  the  absence  of  the  carry- 
over provision,  meet  the  hospital-day  deductible  unless  he  were  to  be 
hospitalized  for  at  least  another  10  days  in  1973.  With  a  carryover 
provision,  however,  the  individual  described  above  would  meet  the 
hospital  deductible  on  January  30,  1973.  Similarly,  if  a  family's  first 
eligible  medical  expenses  in  1972  amount  to  $1,200  and  were  incurred 
during  the  months  of  November  and  December,  and  an  additional 
$3,000  in  eligible  medical  expenses  are  incurred  in  1973,  the  family 
would,  in  the  absence  of  a  carryover  provision,  be  eligible  for  pay- 
ment towards  only  $1,000  of  their  expenses  in  1973.  With  a  carryover 
provision,  however,  the  family  described  above  would  be  eligible  for 
payment  toward  $2,200  of  their  expenses  in  1973. 

Administration 

Payments  made  to  patients,  providers,  and  practitioners  under  this 
program  would  be  subject  to  the  same  reimbursement,  quality,  health 
and  safety  standards,  and  utilization  controls  as  exist  in  the  medicare 
program.  Reimbursement  controls  would  include  the  payment  of 
audited  "reasonable  costs"  to  participating  institutions  and  agencies, 
and  "reasonable  charges"  to  practitioners  and  other  suppliers.  How- 
ever, the  committee  expects  that  appropriate  modifications  will  be 
made  to  take  into  account  the  special  features  of  this  program,  includ- 
ing a  modification  to  exclude  "bad  debts"  from  those  costs  eligible 
in  computing:  reasonable  cost  payments  to  institutions. 

The  utilization  of  services  would  be  subject  to  review  by  present 
utilization  review  committees  established  in  hospitals  and  extended 
care  facilities  and  by  the  professional  standards  review  organizations 
established  under  another  committee  amendment.  The  committee  be- 
lieves that  all  of  the  above  controls  should  be  applied  to  reimburse- 
ment of  expenses  for  services  rendered  under  the  proposed  catastrophic 
illness  insurance  program.  In  addition,  the  Office  of  the  Inspector 
General  for  Health  Administration  established  under  another  com- 
mittee amendment  would  be  expected  to  closely  monitor  the  admin- 
istration of  the  program  and  can  be  expected  to  provide  valuable 
information  with  respect  to  increasing  the  efficiency  of  the  program. 

The  proposal  contemplates  using  the  same  administrative  mechan- 
isms used  for  the  administration  of  medicare  including,  where  appro- 
priate, medicare's  carriers  and  intermediaries.  Using  the  same  adminis- 
trative mechanisms  as  medicare  will  greatly  facilitate  the  operation 
of  this  program.  The  proposal  also  would  encompass  use  of  medicare's 
statutory  quality  standards,  in  that  the  same  conditions  of  participa- 
tion which  apply  to  institutions  participating  in  medicare  would 
apply  to  those  institutions  participating  in  CHIP.  These  standards 
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serve  to  upgrade  the  quality  of  medical  care  and  their  application 
under  this  program  should  have  a  similar  salutary  effect. 

The  Social  Security  Administration,  utilizing  its  network  of  district 
offices,  would  determine  the  insured  status  of  individuals  and  relation- 
ships within  families  which  are  necessary  to  establish  entitlement  to 
CHIP  benefits.  The  determination  of  whether  the  deductible  expenses 
had  been  met  would  also  be  handled  by  the  Social  Security  Adminis- 
tration in  cooperation  with  carriers  and  intermediaries.  The  proposed 
administrative  plan  envisions  establishing  a  $2,000  minimum  expense 
amount  before  individual  bills  would  be  accepted.  This  would  protect 
the  administrative  agencies  from  being  inundated  with  paperwork. 

Financing 

The  first  year's  cost  of  the  program  is  estimated  at  $2.5  billion  on 
an  incurred  basis  and  $2.2  billion  on  a  cash  basis.  The  committee  pro- 
vision would  finance  the  program  on  a  $9,000  wage  base  with  the 
following  contribution  schedule :  1972-74,  0.3  of  one  percent  of  taxable 
payroll  on  employees  and  0.3  on  employers ;  1975-79,  0.35 ;  1980  and 
after,  0.4.  Rates  for  the  self-employed  would  also  be  0.3,  0.35,  and  0.4 
respectively. 

The  contributions  would  be  placed  in  a  separate  Federal  Cata- 
strophic Health  Insurance  Trust  Fund  from  which  benefits  and  admin- 
istrative expenses  related  to  this  program  would  be  paid.  The  complete 
separation  of  catastrophic  health  insurance  financing  and  benefit  p&y- 
ments  is  intended  to  assure  that  the  catastrophic  health  insurance  pro- 
gram will  in  no  way  impinge  upon  the  financial  soundness  of  the  re- 
tirement, survivors,  or  disability  insurance  trust  funds  or  medicare's 
hospital  and  supplementary  medical  insurance  trust  funds.  Such  sepa- 
ration will  also  focus  public  and  congressional  attention  closely  on  the 
cost  and  the  adequacy  of  the  financing  of  the  program. 

To  provide  an  operating  fund  at  the  beginning  of  the  program  (in 
recognition  of  the  lag  in  time  between  the  date  on  which  the  taxes  are 
payable  and  their  collection),  and  to  establish  a  contingency  reserve, 
a  Government  appropriation  would  be  available  (on  a  repayable  basis 
without  interest)  during  the  first  3  calendar  years  of  the  program. 
The  amount  which  could  be  drawn  in  any  such  calendar  year  could 
not  exceed  the  estimated  amount  of  6  months  of  benefit  payments 
during  that  year. 

Relationship  With  Medicaid 

The  catastrophic  illness  insurance  program  would  be  supplemental 
to  the  medicaid  program  with  regard  to  public  assistance  recipients 
and  the  medically  indigent  in  the  same  way  in  which  it  will  be  sup- 
plemental to  private  insurance  for  other  citizens.  Thus,  medicaid  will 
continue  to  be  the  State-Federal  program  that  is  intended  to  cover 
the  basic  health  needs  of  categorical  assistance  recipients  and  the 
medically  indigent.  The  benefit  structure  of  medicaid  varies  from 
State  to  State,  but  in  general  it  is  a  basic  rather  than  a  catastrophic 
benefit  package. 

In  addition,  medicaid  will  continue  to  play  a  substantial  role  in 
financing  the  cost  of  nursing  home  care,  which  represents  a  cata- 
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strophic  cost  to  many  people,  especially  the  aged.  The  catastrophic 
health  insurance  program  will,  of  course,  lessen  the  burden  on  the 
medicaid  program  to  some  degree,  since  those  covered  by  medicaid 
who  are  eligible  would  have  a  large  proportion  of  their  catastrophic 
expenses  covered  by  this  program,  leaving  only  the  deductible  and 
coinsurance  amounts  for  the  medicaid  program  to  pay.  This  factor 
will  not  only  enable  the  States  to  contain  the  costs  of  their  programs, 
but  may  also  encourage  them  to  improve  coverage  of  basic  services. 

Conclusion 

The  committee  estimates  that  more  than  one  million  families  of  the 
approximately  49  million  families  in  the  United  States  annually  incur 
medical  expenses  which  will  qualify  them  to  receive  benefits  under  the 
program.  Of  course,  nearly  all  American  families  will  receive  the 
benefit  of  insurance  protection  against  the  costs  of  catastrophic  ill- 
nesses. The  program  is  not  intended  to  meet  the  health  costs  which 
the  population  incurs  for  short-term  hospitalization  and  acute  illness. 
This  program  is  intended  to  insure  against  those  highly  expensive 
illnesses  or  conditions  which,  although  a  potential  threat  to  every  fam- 
ily, actually  strike  only  a  relatively  few.  The  committee  believes  that 
individuals  should,  during  their  working  years,  be  able  to  obtain  pro- 
tection against  the  devastating  and  demoralizing  effects  of  such  costs. 

These  provisions  and  the  taxes  to  pay  for  them  would  become  effec- 
tive January  1, 1972. 
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A.  FINANCING  PROVISIONS 

Consistent  with  the  policy  of  maintaining  the  social  security  pro- 
gram on  a  financially  sound  basis,  which  has  been  followed  in  the 
past,  the  bill  would  make  provision  for  meeting  the  cost  of  the  ex- 
panded program.  At  the  present  time,  the  social  security  cash  benefits 
program  is  in  close  actuarial  balance,  while  the  hospital  insurance 
program  has  a  serious  actuarial  deficiency;  that  is,  unless  hospital 
insurance  taxes  are  raised  substantially,  the  hospital  insurance  trust 
fund  will  become  exhausted  in  1972.  To  meet  the  cost  of  the  expanded 
cash  benefits  program  and  the  new  catastrophic  illness  insurance 
program  and  to  bring  the  hospital  insurance  program  into  actuarial 
balance,  the  schedule  of  contribution  rates  would  be  revised  and  thfc 
contribution  and  benefit  base — the  maximum  amount  of  annual  earn- 
ings subject  to  contributions  and  used  in  computing  benefits — would 
be  increased. 

Increase  in  the  Contribution  and  Benefit  Base 

The  proposed  increase  in  the  contribution  and  benefit  base  from 
$7,800  to  $9,000  in  1971  would  not  only  provide  higher  benefits  at 
higher  earnings  levels,  but  also  would  help  to  finance  the  changes  made 
by  the  bill.  An  increase  in  the  base  results  in  a  reduction  in  the  overall 
cost  of  the  social  security  program  as  a  percent  of  taxable  payroll. 
This  occurs  because  the  benefits  provided  are  a  higher  percentage  of 
earnings  at  the  lower  levels  than  at  the  higher  levels,  while  the  con- 
tribution rate  is  a  flat  percentage  of  earnings.  When  the  base  is  in- 
creased, higher  benefits  are  provided  on  the  basis  of  the  higher  earnings 
that  are  taxed  and  credited,  but  the  cost  of  providing  these  higher 
benefits  is  less  than  the  additional  income  from  the  combined  employee 
and  employer  contributions  on  earnings  above  the  former  maximum 
and  up  to  the  new  maximum  amount. 

Changes  in  the  Contribution  Rates 

Under  the  schedule  of  contribution  rates  that  the  committee  recom- 
mends (shown  below),  the  contribution  rate  for  the  cash  benefits 
part  of  the  program  scheduled  for  1971-72  would  be  decreased  from 
4.6  percent  each  for  employees  and  employers  to  4.4  percent  each. 
The  rate  for  1973-74  under  present  law  would  be  decreased  from 
5  to  4.4  percent  each.  The  rate  for  1975-79  would  be  5  percent,  the 
same  as  under  present  law.  The  rate  for  1980-85  would  be  5.5  per- 
cent each,  the  same  as  it  would  be  under  the  House  bill.  After  1985, 
the  contribution  rate  would  be  6.1  percent  each  [instead  of  5  percent 
each  as  under  present  Taw] . 

For  the  self-employed,  the  rate  scheduled  for  1971-72  for  cash 
benefits  would  be  decreased  from  6.9  to  6.'6  percent.  The  rate  for 
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1973-74  under  present  law  would  be  decreased  from  7  to  6.6  percent. 
After  1974,  the  self-employed  contribution  would  increase  to  7  per- 
cent, the  same  as  the  highest  rate  scheduled  under  present  law  and 
under  the  House  bill. 

The  committee  recommends  a  change  in  the  contribution  rate  sched- 
ule for  the  hospital  insurance  program.  The  contribution  rate  would 
be  increased  from  0.6  percent  each  for  employees,  employers,  and  the 
self-employed  to  0.8  percent  in  1971-72,  to  0.9  percent  in  1973-74,  to 
1.0  percent  in  1975-79,  and  to  1.1  percent  for  years  after  1979.  Under 
present  law  the  rate  is  scheduled  to  increase  gradually  from  the  present 
0.6  to  0.9  percent  for  1987  and  after,  while  under  the  House  bill  it 
would  increase  immediately  to  1  percent  in  1971  and  thereafter. 

The  committee  bill  also  provides  for  a  contribution  rate  which 
would  finance  adequately  the  committee's  provision  for  catastrophic 
illness  insurance.  The  contribution  rate  for  this  protection  would  be 
0.3  percent  each  for  employees,  employers,  and  the  self-employed  for 
1972-74,  after  which  the  rate  would  increase  to  0.35  percent  in  1975- 
79,  and  to  0.4  percent  for  years  after  1979. 

CONTRIBUTION  RATES  UNDER  PRESENT  LAW  AND  H.R.  17550 
[In  percent) 

0ASDI  HI  Total 

 CI   

Com-  Com-      com-  Corn- 

Present     House     mittee    Present     House     mittee     mittee    Present     House  mittee 


Period  law        bill        bill        law        bill        bill        bill        law        bill  bill 


Employer— Employee,  each 

1971   4.6  4.2  4.4  0.6  1  0.8    5.2  5.2  5.2 

1972    4.6  4.2  4.4  .6  1          .8  0.3  5.2  5.2  5.5 

1973-74   5.0  4.2  4.4        .65  1          .9  .3  5.65  5.2  5.6 

1975    5.0  5.0  5.0        .65  1  1.0  .35  5.65  6.0  6.35 

1976-79   5.0  5.0  5.0        .7  1  1.0  .35  5.7  6.0  6.35 

1980-85....   5.0  5.5  5.5        .8  1  1.1  .4  5.8  6.5  7.0 

1986..   5.0  5.5  6.1         .8  1  1.1  .4  5.8  6.5  7.6 

1987 and  after....  5.0  5.5  6.1        .9  1  1.1  .4  5.9  6.5  7.6 

Self-employed 

1971   6.9  6.3  6.6  0.6  1  0.8   7.5  7.3  7.4 

1972...   6.9  6.3  6.6        .6  1         .8  0.3  7.5  7.3  7.7 

1973-74..   7.0  6.3  6.6        .65  1         .9  .3  7.65  7.3  7.8 

1975.............  7.0  7.0  7.0        .65  1  1.0  .35  7.65  8.0  8.35 

1976-79   7.0  7.0  7.0        .70  1  1.0  .35  7.70  8.0  8.35 

1980-86.   7.0  7.0  7.0        .80  1  1. 1  .4  7.8  8.0  8.50 

1987  and  after....  7.0  7.0  7.0        .90  1  1.1  .4  7.9  8.0  8.50 
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MAXIMUM  ANNUAL  SOCIAL  SECURITY  TAXES  UNDER  PRESENT  LAW,  THE  HOUSE  BILL  AND  THE  COMMITTEE  BILL 


Employer-employee,  each  Self-employed 


Present  House      Committee  Present  House  Committee 

Period  law  bill  bill  law  bill  bill 


1971  _.  $.405.60  $468.00  $468.00  $585.00  $657.00  $666.00 

1972    405.60  468.00  495.00  585.00  657.00  693.00 

1973-74    440.70  468.00  504.00  596.70  657.00  702.00 

1975    440.70  540.00  571.50  596.70  720.00  751.50 

1976-79.   444.60  540.00  571.50  600.60  720.00  751.50 

1980-85    452.40  540.00  630.00  608.40  720.00  765.00 

1986   452.40  585.00  684.00  616.20  720.00  765.00 

1987  and  after....   460.20  585.00  684.00   


Change  in  Allocation  to  the  Disability  Insurance  Trust  Fund 

The  bill  would  revise  the  allocation  of  contribution  income  to  the 
disability  insurance  trust  fund.  Under  present  law,  1.10  percent  of 
taxable  wages  and  0.825  of  1  percent  of  self-employment  income  are 
allocated  to  the  disability  insurance  trust  fund.  Under  the  committee 
bill,  the  allocation  for  1971  would  be  reduced  to  0.90  percent  of  taxa- 
ble wages  and  0.675  of  1  percent  of  self-employment  income,  and  would 
remain  at  a  level  below  the  present  law  allocation  until  1980.  The  al- 
locations under  present  law,  the  House-passed  bill,  and  the  committee 
bill  are  shown  on  the  following  table : 

[In  percent] 


Present  law  House-approved  bill  Committee  bill 


Self-  Self-  Self- 

Taxable    employment         Taxable    employment         Taxable  employment 
Calendar  year  wages  income  wages  income  wages  income 


1971   1.10  0.825  0.90  0.6750  0.90  0.6750 

1972-74   1.10  .  825  .  90  .  6750  .  95  .  7125 

1975-79    1.10  .825  1.05  .7875  1.05  .7350 

1980-85   1.10  .  825  1.15  .  8625  1.35  .  8600 

1986  and  after.   1.10  .  825  1.15  .  8625  1.45  .  8300 


The  revision  in  the  allocation  will  adequately  finance  the  disability 
provisions  in  the  committee  bill  and  reduce  the  expected  growth  in  the 
disability  insurance  trust  fund  over  the  next  several  years.  The  com- 
mittee believes  that  this  growth  is  not  necessary  and  that  the  allocation 
can  be  reduced  below  that  specified  in  present  law  until  1980. 


B.  ACTUARIAL  COST  ESTIMATES  FOR  THE  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  SYSTEM 


Summary  of  Actuarial  Cost  Estimates 

The  old-age,  survivors,  and  disability  insurance  system,  as  modified 
by  the  committee  bill,  has  an  estimated  cost  for  benefit  payments 
and  administrative  expenses  that  is  closely  in  balance  with  contribu- 
tion income.  This  also  was  the  case  for  the  1950  and  subsequent  amend- 
ments at  the  time  they  were  enacted. 

The  old-age  and  survivors  insurance  system  as  modified  by  the 
committee  bill  shows  an  actuarial  balance  of  —0.14  percent  of  taxable 
payroll  under  the  intermediate-cost  estimate.  This  seems  an  acceptable 
balance,  especially  considering  that  this  estimate  is  based  on  con- 
servative assumptions,  that  a  range  of  variation  is  necessarily  present 
in  long-range  actuarial  cost  estimates  and,  further,  that  rounded  tax 
rates  are  used  in  actual  practice.  Accordingly,  the  old-age  and  sur- 
vivors insurance  program,  as  it  would  be  changed  by  the  committee 
bill,  is  actuarially  sound. 

The  separate  disability  insurance  trust  fund,  established  under  the 
1956  act,  shows  an  actuarial  balance  of  —0.01  percent  of  taxable  pay- 
roll under  the  provisions  that  would  be  in  effect  after  enactment  of 
the  committee  bill.  This  is,  of  course,  close  to  exact  actuarial  bal- 
ance. Accordingly,  the  disability  insurance  program,  as  it  would  be 
modified  by  the  committee  bill,  is  actuarially  sound. 

Financing  Policy 

contribution  rate  schedule  for  old-age.  survivors,  and  disability 
insurance  in  the  committee  bill 

The  contribution  schedule  for  old-age,  survivors,  and  disability  in- 
surance contained  in  the  committee  bill,  as  to  the  combined  em- 
ployer-employee rate,  is  lower  than  that  under  present  law  by  0.4 
percent  in  1971-72,  and  by  1.2  percent  in  1973-74,  is  the  same  in  1975- 
79,  and  is  1.0  percent  higher  in  1980-85,  and  2.2  percent  higher  in  1986 
and  after.  The  maximum  earnings  base  to  which  these  tax  rates  are 
applied  is  $9,000  per  year  for  1971  and  after  under  the  committee 
bill,  the  same  as  in  the  House-approved  bill,  as  compared  with  $7,800 
under  present  law.  These  tax  schedules  are  as  follows : 

[Percent] 


Combined  employer-employee  rate  Self-employed  rate 


House-      Committee  House-  Committee 

Calendar  year         Present  law    approved  bill  bill     Present  law    approved  bill  bill 


1970   8.4  8.4  8.4  6.3  6.3  6.3 

1971-72   9.2  8.4  8.8  6.9  6.3  6.6 

1973-74   10.0  8.4  8.8  7.0  6.3  6.6 

1975-79    10.0  10.0  10.0  7.0  7.0  7.0 

1980-85   10.0  11.0  11.0  7.0  7.0  7.0 

1986  and  after   10.0  11.0  12.2  7.0  7.0  7.0 
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The  allocated  rates  to  the  two  trust  funds  that  are  applicable  to  the 
combined  employer-employee  contribution  rate  for  the  committee 
bill,  as  compared  with  present  law  and  the  House-approved  bill,  are 
as  follows : 

[I  n  percent] 


Old-age  and  survivors  insurance  Disability  insurance 

House-  House- 
approved      Committee  approved  Committee 
Calendar  year         Present  law              bill              bill  Present  law              bill  bill 


1970   7.30  7.30  7.30  1.10  1.10  1.10 

1971..   8.10  7.50  7.90  1.10  .  90  .  90 

1972..   8.10  7.50  7.85  1.10  .  90  .  95 

1973-74...   8.90  7.50  7.85  1.10  .90  .95 

1975-79   8.90  8.95  8.95  1.10  1.05  1.05 

1980-85.   8.90  9.85  9.65  1.10  1.15  1.35 

1986  and  after   8.90  9.85  10.75  1.10  1.15  1.45 


The  corresponding  allocated  rates  for  the  self-employed  contribu- 
tion rate  are  as  follows : 

[In  percentl 

Old-age  and  survivors  insurance  Disability  insurance 


House-  House- 
approved      Committee  approved  Committee 
Calendar  year         Present  law             bill              bill     Present  law  bill  bill 


1970    5.475  5.4750  5.4750  0.825  0.8250  0.8250 

1971   6.075  5.6250  5.9250  .  825  .  6750  .  6750 

1972   6.075  5.6250  5.8875  .  825  .  6750  .  7125 

1973-74    6.175  5.6250  5.8875  .  825  .  6750  .  7125 

1975-79   6.175  6.2125  6.2650  .  825  .  7875  .  7350 

1980-85   6.175  6.1375  6.1400  .825  .8625  .8600 

1986  and  after   6.175  6.1375  6.1700  .825  .8625  .8300 


It  should  be  remembered  that  the  workers  and  employers  con- 
tribute a  combined,  rounded  rate  for  the  two  programs  (old-age  and 
survivors  insurance  and  disability  insurance),  and  not  the  above  com- 
plex fractional  rates  separately.  Such  fractional  rates  are  merely  used 
by  the  Treasury  Department  to  divide  up  the  aggregate  tax  receipts 
between  the  two  trust  funds. 

The  schedule  of  allocation  rates  for  the  disability  insurance  trust 
fund  in  the  committee  bill  has  been  obtained  in  the  following  manner. 

The  combined  employer-employee  rates,  rounded  to  the  nearest  0.05 
percent  of  taxable  payroll,  were  determined  for  the  short-range  years 
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that  would  produce  the  same  relative  accumulation  of  funds  as  in  the 
Old- Age  and  Survivors  Insurance  Trust  Fund.  The  remainder  of  the 
schedule  was  calculated  to  produce,  as  close  as  possible,  an  exact  actu- 
arial balance  on  the  basis  of  rates  rounded  to  0.05  percent  of  taxable 
payroll. 

The  self-employed  tax  allocation  was  determined  by  allocating  to 
the  Disability  Insurance  Trust  Fund  the  same  proportion  of  the  self- 
employed  rate  as  was  determined  for  the  combined  employer-employee 
rate.  The  resulting  rates  were  rounded  to  the  nearest  0.0005  percent 
of  taxable  payroll. 

The  allocation  rates  for  the  old-age  and  survivors  insurance  trust 
fund  were  obtained  by  merely  subtracting  the  allocation  rates  for  the 
disability  insurance  trust  fund  from  the  appropriate  total  tax  rates. 

SELF-SUPPORTING  NATURE  OF  SYSTEM 

The  Congress  has  always  carefully  considered  the  cost  aspects  of 
the  old-age,  survivors,  and  disability  insurance  system  when  amend- 
ments to  the  program  have  been  made.  In  connection  with  the  1950 
amendments,  the  Congress  stated  the  belief  that  the  program  should 
be  completely  self-supporting  from  the  contributions  of  covered  indi- 
viduals and  employers.  Accordingly,  in  that  legislation  the  provision 
permitting  appropriations  to  the  system  from  general  revenues  of 
the  Treasury  Was  repealed.  This  policy  has  been  continued  in  subse- 
quent amendments.  The  Congress  has  very  strongly  believed  that  the 
tax  schedule  in  the  law  should  make  the  system  self-supporting  as 
nearly  as  can  be  foreseen  and  thus  actuarially  sound. 

ACTUARIAL  SOUNDNESS  OF  SYSTEM 

The  concept  of  actuarial  soundness  as  it  applies  to  the  old-age,  sur- 
vivors, and  disability  insurance  system  differs  considerably  from  this 
concept  as  it  applies  to  private  insurance  and  private  pension  plans, 
although  there  are  certain  points  of  similarity  with  the  latter.  In 
connection  with  individual  insurance,  the  insurance  company  or  other 
administering  institution  must  have  sufficient  funds  on  hand  so  that 
if  operations  are  terminated,  it  will  be  in  a  position  to  pay  off  all  the 
accrued  liabilities.  This,  however,  is  not  a  necessary  basis  for  a  national 
compulsory  social  insurance  system  and,  moreover,  is  frequently  not 
the  case  for  well-administered  private  pension  plans,  which  may  not, 
as  of  the  present  time,  have  funded  all  the  liability  for  prior  service 
benefits. 

It  can  reasonably  be  presumed  that,  under  Government  auspices, 
such  a  social  insurance  system  will  continue  indefinitely  into  the 
future.  The  test  of  financial  soundness,  then,  is  not  a  question  of 
whether  there  are  sufficient  funds  on  hand  to  pay  off  all  accrued  lia- 
bilities. Rather,  the  test  is  whether  the  expected  future  income  from 
tax  contributions  and  from  interest  on  invested  assets  will  be  sufficient 
to  meet  anticipated  expenditures  for  benefits  and  administrative  costs 
over  the  long-range  period  considered  in  the  actuarial  valuation.  Thus, 
the  concept  of  "unfunded  accrued  liability"  does  not  by  any  means 
have  the  same  significance  for  a  social  insurance  system  as  it  does  for 
a  plan  established  under  private  insurance  principles,  and  it  is  quite 
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proper  to  count  both  on  receiving  contributions  from  new  entrants  to 
the  system  in  the  future  and  on  paying  benefits  to  this  group  during 
the  period  considered  in  the  valuation.  The  additional  assets  and  lia- 
bilities must  be  considered  in  order  to  determine  whether  the  system 
is  in  actuarial  balance. 

Accordingly,  it  may  be  said  that  the  old-age,  survivors,  and  disa- 
bility insurance  program  is  actuarially  sound  if  it  is  in  actuarial 
balance.  This  will  be  the  case  if  the  estimated  future  income  from 
contributions  and  from  interest  earnings  on  the  accumulated  trust 
fund  investments  will,  over  the  long-range  period  considered  in  the 
valuation,  support  the  disbursements  for  benefits  and  administrative 
expenses.  Obviously,  future  experience  may  be  expected  to  vary  from 
the  actuarial  cost  estimates  made  now.  Nonetheless,  the  intent  that 
the  system  be  self-supporting  (and  actuarially  sound)  can  be  ex- 
pressed in  law  by  utilizing  a  contribution  schedule  that,  according  to 
the  intermediate-cost  estimate,  results  in  the  system  being  in  balance 
or  substantially  close  thereto. 

The  committee  believes  that  it  is  a  matter  for  concern  if  the  old- 
age,  survivors,  and  disability  insurance  system  shows  any  significant 
actuarial  insufficiency.  Since  1965  (when  the  cost  estimates  were  first 
made  on  a  75 -year  basis) ,  the  view  has  been  held  that,  if  such  actuarial 
insufficiency  has  been  no  greater  than  0.10  percent  of  payroll,  it  is  at 
the  point  where  it  is  within  the  limits  of  permissible  variation.  How- 
ever, reevaluation  of  the  costs  of  the  program- — in  light  of  rising  wage 
levels— since  then  have  shown  that  a  somewhat  higher  variation  may 
be  allowable. 

Furthermore,  traditionally  when  there  has  been  an  actuarial  in- 
sufficiency exceeding  the  limits  indicated,  any  subsequent  liberaliza- 
tions in  benefit  provisions  were  fully  financed  by  appropriate  changes 
in  the  tax  schedule  or  through  raising  the  earnings  base,  and  at  the 
same  time  the  actuarial  status  of  the  program  was  improved. 

The  changes  provided  in  the  committee  bill  are  in  close  conformity 
with  these  financing  principles. 

Basic  Assumptions  for  Cost  Estimates 
general  basis  for  long-range  cost  estimates 

Benefit  disbursements  may  be  expected  to  increase  continuously  for 
at  least  the  next  50  to  70  years  because  of  such  factors  as  the  aging 
of  the  population  of  the  country  and  the  slow  but  steady  growth  of 
the  benefit  roll.  Similar  factors  are  inherent  in  any  retirement  pro- 
gram, public  or  private,  that  has  been  in  operation  for  a  relatively 
short  period.  Estimates  of  the  future  cost  of  the  old-age,  survivors, 
and  disability  insurance  program  are  affected  by  many  elements  that 
are  difficult  to  determine.  Accordingly,  the  assumptions  used  in  the 
actuarial  cost  estimates  may  differ  widely  and  yet  be  reasonable. 

The  long-range  cost  estimates  (shown  for  1980  and  after)  have  usu- 
ally been  presented  on  a  range  basis  so  as  to  indicate  the  plausible  vari- 
ation in  future  costs  depending  upon  the  actual  trends  developing  for 
the  various  cost  factors.  It  has  not  been  possible,  in  the  time  available, 
to  prepare  such  range  estimates  for  this  report,  but  rather  only  an 
intermediate-cost  estimate,  which  is  used  to  indicate  the  basis  for  the 
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financing  provisions.  This  estimate  is  based  on  assumptions  that  are 
intended  to  represent  close  to  full  employment,  with  average  annual 
earnings  at  about  the  level  prevailing  in  1970.  The  use  of  1970  average 
earnings  results  in  conservatism  in  the  estimate  since  the  trend  is 
expected  to  be  an  increase  in  average  earnings  in  future  years  (as 
will  be  discussed  subsequently).  In  1971,  the  aggregate  amount  of 
earnings  taxable  under  the  program  with  the  proposed  $9,000  earn- 
ings base  is  estimated  at  $469  billion.  Of  course,  for  future  years  the 
total  taxable  earnings  are  estimated  to  increase,  because  there  will  be 
larger  numbers  of  covered  workers. 

The  cost  estimates  are  extended  beyond  the  year  2000,  since  the  aged 
population  itself  cannot  mature  by  then.  The  reason  for  this  is  that 
the  number  of  births  in  the  1930's  was  very  low  as  compared  with  both 
prior  and  subsequent  experience.  As  a  result,  there  will  be  a  dip  in  the 
relative  proportion  of  the  aged  from  1995  to  about  2015,  which  would 
tend  to  result  in  low  benefit  costs  for  the  old-age,  survivors,  and  dis- 
ability insurance  system  during  that  period.  For  this  reason  the  year 
2000  is  by  no  means  a  typical  ultimate  year  insofar  as  costs  are 
concerned. 

MEASUREMENT  OF  COSTS  IN  RELATION  TO  TAXABLE  PAYROLL 

In  general,  the  costs  are  shown  as  percentages  of  taxable  payroll. 
This  is  the  best  measure  of  the  financial  cost  of  the  program.  Dollar 
figures  taken  alone  are  misleading.  For  example,  a  higher  earnings 
level  will  increase  not  only  the  outgo  of  the  system  but  also,  and  to 
a  great  extent,  its  income.  The  result  is  that  the  cost  relative  to 
payroll  will  decrease.  As  an  illustration  of  the  foregoing  points,  con- 
sider an  individual  who  has  covered  earnings  at  a  rate  of  $400  per 
month.  Under  the  committee  bill  such  an  individual  would  have  a 
primary  insurance  amount  of  $194.40  If  his  earnings  rate  should  be 
50  percent  higher  (i.e.  $600),  his  primary  insurance  amount  would  be 
$258.10.  Under  these  conditions,  the  contributions  payable  with  respect 
to  his  earnings  would  increase  by  50  percent,  but  his  benefit  rate  would 
increase  by  only  33  percent.  Or  to  put  it  another  way,  when  his  earn- 
ings rate  was  $400  per  month,  his  primary  insurance  amount  repre- 
sented 48.6  percent  of  his  earnings,  whereas,  when  his  earnings  in- 
creased to  $600  per  month,  his  primary  insurance  amount  relative  to 
his  earnings  decreased  to  43.0  percent. 

GENERAL  BASIS  FOR  SHORT-RANGE  COST  ESTIMATES 

The  short-range  cost  estimates  (shown  for  the  individual  years 
1570-75)  are  not  presented  on  a  range  basis  since — assuming  that  em- 
ployment and  earnings  will  increase  each  year  it  is  believed  that  the 
demographic  factors  involved  (such  as  mortality,  fertility,  retirement 
rates,  etc.)  can  be  reasonably  closely  forecast,  so  that  only  a  single 
estimate  is  necessary.  A  gradual  rise  in  the  earnings  level  in  the  future 
(about  5-6  percent  per  year),  somewhat  below  that  which  has  oc- 
curred in  the  past  few  years,  is  assumed.  As  a  result  of  this  assump- 
tion, contribution  income  is  somewhat  higher  than  if  level  earnings 
were  assumed,  while  benefit  outgo  is  only  slightly  affected. 
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LEVEL- COST  CONCEPT 

An  important  measure  of  long-range  cost  is  the  level-equivalent 
contribution  rate  required  to  support  the  system  for  the  next  75  years 
(including  not  only  meeting  the  benefit  costs  and  administrative  ex- 
penses, but  also  the  maintenance  of  a  reasonable  contingency  fund 
during  the  period,  which  at  the  end  of  the  period  amounts  to  1  year's 
disbursements),  based  on  discounting  at  interest.  If  such  a  level  rate 
were  adopted,  relatively  large  accumulations  in  the  trust  funds  would 
result,  and  in  consequence  there  would  be  a  sizable  eventual  income 
from  interest.  Even  though  such  a  method  of  financing  is  not  followed, 
this  concept  may  be  used  as  a  convenient  measure  of  long-range  costs. 
This  is  a  valuable  cost  concept,  especially  in  comparing  various  pos- 
sible alternative  plans  and  provisions,  since  it  takes  into  account  the 
heavy  deferred  benefit  costs. 

FUTURE  EARNINGS  AND  CONSUMER  PRICE  INDEX  ASSUMPTIONS 

The  long-range  estimates  for  the  old-age,  survivors,  and  disability 
insurance  program  presented  in  this  report  are  based  on  the  assump- 
tion that  the  consumer  price  index  and  the  average  earnings  covered 
by  the  program  will  remain  level  in  the  future.  This  does  not  mean 
covered  payrolls  are  assumed  to  be  the  same  each  year;  rather  they 
will  rise  steadily  as  the  covered  population  at  the  working  ages  is 
estimated  to  increase.  If  in  the  future  the  level  of  earnings  and  the 
consumer  price  index  should  continue  to  increase,  as  they  have  done  in 
the  past,  the  program  would  slowly  accumulate  actuarial  surpluses. 
Under  the  financing  procedures  that  were  adopted  by  the  committee 
to  cover  the  cost  of  the  automatic  increases  in  benefits,  the  long-range 
level-cost  of  the  automatic  increases  in  benefits  would  be  covered  by 
increases  in  the  tax  rates  and  in  the  taxable  earnings  base  that  would 
be  promulgated  by  the  Secretary  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  to  become  effective  at  the  same  time  as  the  benefit 
increases. 

The  automatic  benefit  increases  are  designed  as  a  backup  to  specific 
legislated  increases  to  assure  that  rises  in  the  cost  of  living  will  not, 
over  a  period  of  time,  reduce  the  purchasing  power  of  social  security 
benefits.  Therefore,  realistic  estimates  of  the  cost  of  these  benefits 
over  a  significant  number  of  years  are  not  possible.  However,  it  is 
estimated  that  in  the  next  decade  the  average  cost  of  an  annual  cost- 
of-living  increase  might  require  an  increase  of  about  $750  in  the  tax 
base  and  an  increase  of  about  0.1  percent  in  the  combined  employee- 
employer  tax  rates. 

INTERRELATIONSHIP  WITH  RAILROAD  RETIREMENT  SYSTEM 

An  important  element  affecting  old-age,  survivors,  and  disability 
insurance  costs  arose  through  amendments  made  to  the  Railroad  Re- 
tirement Act  in  1951.  These  provide  for  a  combination  of  railroad 
retirement  compensation  and  old-age,  survivors,  and  disability  insur- 
ance covered  earnings  in  determining  benefits  for  those  with  less  than 
10  years  of  railroad  service  and  also  for  all  survivor  cases. 
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Financial  interchange  provisions  are  established  so  that  the  old-age 
and  survivors  insurance  trust  fund  and  the  disability  insurance  trust 
fund  are  to  be  placed  in  the  same  financial  position  in  which  they 
would  have  been  if  railroad  employment  had  always  been  covered 
under  the  program.  It  is  estimated  that,  over  the  long  range,  the  net 
effect  of  these  provisions  will  be  a  relatively  small  loss  to  the  old-age, 
survivors,  and  disability  insurance  system  since  the  reimbursements 
from  the  railroad  retirement  system  will  be  somewhat  smaller  than  the 
net  additional  benefits  paid  on  the  basis  of  railroad  earnings. 

REIMBURSEMENT  FOR  COSTS  OF  PRE-1957  MILITARY  SERVICE  WAGE  CREDITS 

Another  important  element  affecting  the  financing  of  the  program 
arose  through  legislation  in  1956  that  provided  for  reimbursement 
from  general  revenues  for  past  and  future  expenditures  in  respect  to 
the  noncontributory  credits  that  had  been  granted  for  persons  in  mil- 
itary service  before  1957.  These  financing  provisions  were  modified 
by  the  1965  amendments.  The  cost  estimates  contained  here  reflect  the 
eifect  of  these  reimbursements  (which  are  included  as  contributions), 
based  on  the  assumption  that  the  required  appropriations  will  be 
made  in  the  future  in  accordance  with  the  relevant  provisions  of  the 
law.  These  reimbursements  are  intended  to  be  made  on  the  basis  of 
a  constant  annual  amount  (as  determined  by  the  Secretary  of  Health, 
Education,  and  Welfare)  for  each  trust  fund  payable  over  the  period 
up  to  the  year  2015  (with  such  amount  subject  to  adjustment  every  5 
years) . 

REIMBURSEMENT  FOR  COSTS  OF  ADDITIONAL  POST-19  56  MILITARY  SERVICE 

WAGE  CREDITS 

Under  the  committee  bill,  individuals  in  active  military  service 
during  1957-67  will  receive  additional  wage  credits  in  excess  of  their 
cash  pay  (but  within  the  maximum  creditable  earnings  base)  in  rec- 
ognition of  their  remuneration  that  is  payable  in  kind  (e.g.,  quarters 
and  meals).  These  additional  credits  are  at  the  rate  of  $300  per  cal- 
endar quarter.  (Under  the  1967  amendments,  additional  noncontribu- 
tory wage  credits  of  up  to  $100  per  month  were  granted  for  military 
service  performed  after  1967.  The  committee  bill  also  modifies  the 
way  in  which  these  credits  are  determined,  from  $100  per  month  to 
$300  per  quarter.)  The  additional  costs  that  arise  from  these  credits 
are  to  be  financed  from  general  revenues  on  an  "actual  disbursements 
cost"  basis,  with  reimbursement  to  the  trust  funds  on  as  prompt  a 
basis  as  possible  (and  with  interest  adjustments  to  make  up  for  any 
delay  due  to  the  time  needed  to  make  the  necessary  actuarial  calcula- 
tions from  sample  data  and  for  the  necessary  appropriations  to  be 
made) . 

In  many  instances,  the  availability  of  these  additional  wage  credits 
will  not  result  in  additional  benefits  because  the  individual  will  have 
maximum  credited  earnings  without  them  or  because  the  year  in 
which  such  credits  are  granted  will  be  a  drop-out  year  in  the  computa- 
tion of  his  average  monthly  wage.  In  the  immediate-future  years,  the 
cost  of  these  additional  credits  to  the  general  fund  will  be  relatively 
small  (only  about  $35  million  a  year)  since  there  will  be  relatively 
few  cases  arising,  almost  all  due  to  death  and  disability. 
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Actuarial  Balance  of  Program  in  Past  Years 
actuarial  balance  of  program  after  enactment  of  1967  act  1 

The  changes  made  by  the  1967  amendments  involved  an  increased 
cost  that  was  fully  met  by  the  accompanying  changes  in  the  financing 
provisions  (namely,  an  increase  in  the  contribution  rates  in  1973  and 
after  and  an  increase  in  the  earnings  base).  After  an  increase  in  the 
allocation  to  the  disability  insurance  system,  both  that  portion  of  the 
program  and  the  old-age  and  survivors  insurance  portion  were 
estimated  to  be  in  close  actuarial  balance. 

In  1968  the  cost  estimates  were  completely  revised,  based  on  the 
availability  of  new  operating  data.  The  new  estimates  showed  signifi- 
cantly lower  costs.  The  actuarial  balance  of  the  old-age,  survivors,  and 
disability  insurance  program  increased  from  +0.01  percent  of  tax- 
able payroll  to  +0.53  percent  of  taxable  payroll.  The  factors  con- 
tributing to  lower  costs  were  as  follows:  (1)  use  of  1968  earnings 
assumption  (instead  of  1966  earnings)  +0.33  percent;  (2)  use  of 
4V4  percent  interest  assumption  (instead  of  3%  percent),  +0.11  per- 
cent; (3)  use  of  higher  female  labor  force  participation  rates,  +0.06 
percent;  and  (4)  other  factors,  +0.02  percent. 

Then,  in  1969,  another  complete  revision  of  the  actuarial  cost  esti- 
mates was  made.  The  estimated  cost  of  the  program  was  again  signifi- 
cantly reduced.  The  actuarial  balance  of  the  old-age,  survivors,  and 
disability  insurance  program  was  thereby  increased  from  the  figure 
of  +0.53  percent  of  taxable  payroll  according  to  the  1968  estimate  to 
+  1.16  percent  of  taxable  payroll.  The  factors  contributing  to  lower 
costs  were  as  follows:  (1)  use  of  1969  earnings  assumption  (instead 
of  1968  earnings),  +0.22  percent;  (2)  use  of  4%-percent  interest 
assumption  (instead  of  4%  percent),  +0.11  percent;  (3)  use  of  higher 
labor  force  participation  rates,  for  both  men  and  women,  +0.23  per- 
cent; and  (4)  other  factors,  +0.07  percent. 

ACTUARIAL  BALANCE  OF  PROGRAM  AFTER  ENACTMENT  OF  19  69  ACT 

According  to  the  cost  estimates  for  the  1967  act  made  in  1969,  there 
was  a  very  favorable  actuarial  balance  for  the  combined  old-age,  sur- 
vivors, and  disability  insurance  system,  but  that  there  was  a  deficit  of 
0.01  percent  of  taxable  payroll  for  the  disability  insurance  portion, 
and  a  favorable  balance  of  1.17  percent  of  taxable  payroll  for  the  old- 
age  and  survivors  insurance  portion. 

Under  the  1969  act,  the  benefit  changes  made  were  financed  by 
utilizing  the  existing  favorable  actuarial  balance,  without  any  in- 
creases in  the  contribution  rates  and  the  earnings  base.  Accordingly, 
since  the  disability  insurance  system  was  in  such  close  actuarial  bal- 
ance under  the  then-existing  law,  it  was  necessary  to  increase  the  por- 
tion of  the  combined  contributions  which  were  allocated  to  it,  so  as  to 
finance  the  cost  of  the  15-percent  benefit  increase.  Under  the  new 
allocation  basis,  both  the  old-age  and  survivors  insurance  system  and 
the  disability  insurance  system  were  in  close  actuarial  balance. 


1  For  details  of  the  actuarial  balance  of  the  program  before  the  enactment  of  the  1967 
act,  see  page  83,  H.  Rept.  544,  90th  Cong. 
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ACTUARIAL  BALANCE  OF  PROGRAM  UNDER  THE  COMMITTEE  BILL 

Table  I  traces  through  the  change  in  the  actuarial  balance  of  the 
system  from  its  situation  under  present  law,  according  to  the  latest 
estimate,  to  that  under  the  committee  bill,  by  type  of  major  changes 
involved,  determined  as  of  January  1, 1970. 

TABLE  I— CHANGES  IN  ACTUARIAL  BALANCE  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM, 
EXPRESSED  IN  TERMS  OF  ESTIMATED  LEVEL-COST  AS  PERCENTAGE  OF  TAXABLE  PAYROLL,  BY  TYPE  OF  CHANGE, 
INTERMEDIATE-COST  ESTIMATE,  PRESENT  LAW  AND  COMMITTEE  BILL 

[In  percent] 

Old-age  and 

survivors       Disability  Total 
Item  insurance       insurance  system 

Actuarial  balance  of  present  system  ,    ..         —0.08  0.00  —0.08 

Effect  of  using  1970  earnings                                                            +.25  +.03  +.28 

Increase  in  earnings  base                                                                  +.20  +.03  +.23 

Age  62  computation  point  for  men      —0.7  (>)  —.07 

Earnings  test  changes                                                                     —.13  (»)  —.13 

Widow's  benefits  100  percent  PIA  at  65..                                                —.20  (*)  —20 

Liberalized  eligibility  for  blind                                                               (J)  —.08  —.08 

4-month  disability  waiting  period                                                          (*)  —.06  —.06 

Family  maximum  for  new  beneficiaries                                                 — .  03  — .  01  — .  04 

Miscellaneous  changes 3                                                                    —.01  (0  —.01 

10  percent  benefit  increase  and  $100  minimum    —1.11  —.13  —1.24 

Revised  contribution  schedule    +1.04  +.21  +1.25 

Total  effect  of  changes  in  bill     —.06  —.01  —.07 

Actuarial  balance  under  bill       —.14  —.01  —.15 


1  Less  than  0.005  percent. 

2  Not  applicable  to  this  program. 

3  Includes  the  following:  child's  benefits  for  children  disabled  at  ages  18  to  21;  disabled-child  7  years  re-entitlement; 
reduced  widower's  benefits  at  age  60,  and  broaden  definition  of  adopted  child. 

The  changes  made  by  the  committee  bill  would  maintain  the  sound 
actuarial  position  of  the  old-age,  survivors,  and  disability  insurance 
system.  The  estimated  actuarial  balance  of  —0.15  percent  of  taxable 
payroll  is  not  quite  inside  the  established  limit  within  which  the 
system  is  considered  substantially  in  actuarial  balance  (i.e.  —0.10  per- 
cent of  taxable  payroll),  but — as  pointed  out  earlier — the  difference  is 
small  in  light  of  rising  earnings  levels  and  should  be  made  up  when 
a  new  actuarial  valuation  is  made  in  the  latter  part  of  1971,  when  data 
on  1971  earnings  become  available. 

It  should  be  emphasized  that  in  1950  and  in  subsequent  amend- 
ments, the  Congress  did  not  recommend  that  the  system  be  financed 
by  a  high  level  tax  rate  in  the  future,  but  rather  recommended  an 
increasing  schedule,  which,  of  necessity,  ultimately  rises  higher  than 
such  a  level  rate.  Nonetheless,  this  graded  tax  schedule  will  produce 
a  considerable  excess  of  income  over  outgo  for  many  years  so  that  a 
sizable  trust  fund  will  develop,  although  not  as  large  as  would  arise 
under  an  equivalent  level  tax  rate.  This  fund  will  be  invested  in  Gov- 
ernment securities  (just  as  is  also  the  case  for  the  funds  of  the 
civil  service  retirement,  railroad  retirement,  national  service  life  in- 
surance, and  U.S.  Government  life  insurance  systems).  The  resulting 
interest  income  will  help  to  bear  part  of  the  higher  benefit  costs  of 
%  future. 
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Level- Cost  of  Benefit  Payments,  by  Type 

The  level-cost  of  the  old-age  and  survivors  insurance  benefit  pay- 
ments (without  considering  administrative  expenses,  the  railroad 
retirement  financial  interchange,  and  the  effect  of  interest  earnings  on 
the  existing  trust  fund)  under  the  1969  act,  according  to  the  latest 
intermediate-cost  estimate,  is  8.90  percent  of  taxable  payroll,  and  the 
corresponding  figure  for  the  program  as  it  would  be  modified  by  the 
committee  bill  is  9.98  percent.  The  corresponding  figures  for  the  dis- 
ability benefits  are  1.10  percent  for  the  1969  act  and  1.32  percent 
for  the  committee  bill. 

Table  II  presents  the  benefit  costs  for  the  old-age,  survivors,  and 
disability  insurance  system  as  it  would  be  after  enactment  of  the 
committee  bill,  separately  for  each  of  the  various  types  of  benefits. 

TABLE  II.— ESTIMATED  LEVEL-COST  OF  BENEFIT  PAYMENTS,  ADMINISTRATIVE  EXPENSES,  AND  INTEREST 
EARNINGS  ON  EXISTING  TRUST  FUND  UNDER  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM, 
AFTER  ENACTMENT  OF  COMMITTEE  BILL,  AS  PERCENTAGE  OF  TAXABLE  PAYROLL,'  BY  TYPE  OF  BENEFIT, 
INTERMEDIATE-COST  ESTIMATE 

[In  percent] 


Old-age  and 

survivors  Disabiity 

Item  insurance  insurance 


Primary  benefits      6.80  1.09 

Wife's  and  husband's  benefits    .53  .07 

Widow's  and  widower's  benefits     1.62  0 

Parent's  benefits       .01  (2) 

Child's  benefits   .81  .16 

Mother's  benefits   .14  (2) 

Lump-sum  death  payments     .07  (2) 

Total  benefits      9.98  1.32 

Administrative  expenses        .13  .04 

Railroad  retirement  financial  interchange   .09  .00 

Interest  on  existing  trust  fund 3     —.24  —.04 


Net  total  level-cost    9.96  1.32 


1  Including  adjustment  to  reflect  the  lower  contribution  rate  on  self-employment  income  and  on  tips,  as  compared  with 
the  combined  employer-employee  rate. 

2  This  type  of  benefit  is  not  payable  under  this  program. 

3  This  item  includes  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service  and  is  taken  as  an 
offset  to  the  benefit  and  administrative  expense  costs. 


Income  and  Outgo  in  Near  Future 

Under  the  committee  bill,  benefit  disbursements  under  the  old- 
age,  survivors,  and  disability  insurance  program  will  increase,  over 
present  law,  by  about  $6.7  billion  in  1972,  the  first  full  calendar  year 
of  operation  under  the  modified  program.  The  contribution  income 
for  the  old-age,  survivors,  and  disability  insurance  program  in  1972 
is  about  $0.8  billion  higher  than  under  present  law  (table  III).  Al- 
though these  estimates  are  on  a  level-cost  basis,  the  idea  underlying  the 
estimates  assumes  that  Congress  will  continue,  as  in  the  past,  to  legislate 
specific  benefit  increases  which  take  into  account  changes  in  earnings 
and  price  levels.  Therefore,  these  estimates,  and  the  others  in  this 
section,  assume  no  automatic  increases  in  benefit  rates  under  the  cost- 
of-living  provision. 

Under  the  program  as  modified  by  the  committee  bill,  the  old- 
age  and  survivor's  trust  fund  will  increase  slowly  during  1971-74,. 
rising  from  $32.3  billion  at  the  end  of  1970  to  $37.3  billion  at  the 
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end  of  1974.  During  this  period  the  amount  of  annual  increase  will 
rise  from  about  $0.2  billion  in  1971  to  about  $2.6  billion  in  1974.  Then, 
in  1975,  when  the  contribution  rates  increase  (the  combined  employer- 
employee  rate  going  from  8.8  percent  to  10.0  percent),  the  trust  fund 
increases  by  $9.3  billion ;  such  large  increases  will  also  occur  in  the 
years  immediately  following  1975  (table  IV).  The  trust  fund  balance 
at  the  end  of  each  year  during  the  period  1970-74  will  amount  to  ap- 
proximately 90  percent  of  the  following  year's  outgo  for  benefit 
payments. 

The  disability  insurance  trust  fund  is  estimated  to  increase  by  about 
$0.1  billion  in  1971,  and  by  somewhat  larger  amounts  each  year  there- 
after, through  1974,  when  the  fund  increases  by  about  $0.4  billion. 
The  increase  in  1975  will  be  about  $1.0  billion,  reflecting  the  increase 
from  0.95  percent  in  1974  to  1.05  percent  in  1975.  in  the  combined  em- 
ployer-employee contribution  rate  allocated  to  the  fund.  The  balance 
in  the  disability  insurance  trust  fund  will  increase  from  $5.6  billion 
at  the  end  of  1970  to  $6.5  billion  at  the  end  of  1974.  and  then  to  87.5 
billion  at  the  end  of  1975  (table  V).  The  trust  fund  balance  at  the  end 
of  each  year  during  the  period  1970-74  will  be  approximately  1.3 
times  the  amount  of  benefit  payments  in  the  following  year. 

TABLE  III— PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  AND  DISABILITY  INSURANCE  TRUST  FUNDS, 
COMBINED,  SHORT  RANGE  ESTIMATE 

[In  millions] 


Income  Disbursements 


Railroad 

Admin-    retirement  Net 

Contribu-       Interest        Benefit       istrative       financial  increase        Funds  at 

Calendaryear             tions'       on  fund    payments?     expenses  interchange  in  funds    end  of  year 


Past  experience: 

1960   $11,876           $569  $11,245  $240  $314  $647  $22,613 

1961    12,323             614  12,749  303  337  -451  22.162 

1962    13,105             594  14.461  322  372  -1,456  20,705 

1963   15,640             587  15,426  348  442  10  20,715 

1964   16,843            633  16,223  375  422  456  21,172 

1965   17,205            651  18,311  418  459  -1,331  19,841 

1966....    22,679             702  20,051  393  469  2,467  22,308 

1967   25,518            896  21,417  515  539  3.942  26,250 

1968    27,448          1,045  24,954  603  458  2.479  28,729 

1969    32,004          1,342  26,767  612  513  5,453  34,182 

Estimated  future  expe- 
rience under  commit- 
tee bill: 

1970s  _.  34,987          1,821  31,894  623  589  3,702  37,884 

1971   39,366          1,920  39,539  810  617  320  38.204 

1972    42,202          1,985  41,797  812  778  800  39.004 

1973   44,647          2,117  43,274  869  867  1,754  40,758 

1974   47,206          2,303  44,779  885  840  3,005  43,763 

1975   55,694          2,691  46,316  892  827  10,350  54,113 

1  Includes  reimbursements  from  general  fund  of  Treasury  for  costs  of  noncontributory  credits  for  military  service  and 
payments  to  noninsured  persons  aged  72  and  over. 

2  Includes  payments  for  vocational  rehabilitation  services. 

3  Under  present  law. 

Note:  Estimates  assume  no  automatic  increases  in  benefit  rates  under  the  cost-of-living  provision, 
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TABLE  IV.-PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND,  SHOUT-RANGE  ESTIMATE 

[In  millions] 


Income  Disbursements 


Railroad 

Admin-    retirement  Net 

Contribu-       Interest        Benefit      istrative      financial  increase       Funds  at 

Calendaryear  tions  i       onfund    payments?      expenses  interchange  infunds    end  of  year 


Past  experience: 

1960   $10,866  $516  $10,677  $203  $318  $184  $20,324 

1961   11,285  548  11,862  239  332  -599  19,725 

1962   12,059  526  13,356  256  361  -1,388  18,337 

1963   14,541  521  14,217  281  423  143  18,480 

1964   15,689  569  14,914  296  403  645  19,125 

1965   16,017  593  16,737  328  436  -890  18,235 

1966   20,658  644  18,267  256  444  2,335  20,570 

1967   23,216  818  19,468  406  508  3,652  24,222 

1968   24,101  939  22,643  476  438  1,483  25,704 

1969   28,389  1,165  24,210  474  491  4,378  30,082 

Estimated  future 

experience  under 

committee  bill: 

1970  3   30,539  1,542  28,799  461  579  2,242  32,324 

1971   35,272  1,598  35,452  572  605  241  32,565 

1972   37,695  1,655  37,382  600  754  614  33,179 

1973   39,849  1,770  38,656  646  832  1,485  34,664 

1974   42,123  1,932  39,975  650  807  2,623  37,287 

1975   49,837  2,281  41,332  649  794  9,343  46,630 


1  Includes  reimbursements  from  general  fund  of  Treasury  for  costs  of  noncontributory  credits  for  military  service  and 
payments  to  noninsured  persons  aged  72  and  over. 

2  Includes  payments  for  vocational  rehabilitation  services. 

3  Under  present  law. 

Note:  Estimates  assume  no  automatic  increases  in  benefit  rates  under  the  cost-of-living  provision. 


TABLE  V— PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND,  SHORT-RANGE  ESTIMATE 

[In  millions] 


Income  Disbursements 


Railroad 

Admin-    retirement  Net 

Contribu-       Interest        Benefit      istrative      financial  increase       Funds  at 

Calendaryear  tions  i       onfund    payments?     expenses  interchange  infunds    end  of  year 


Past  experinece: 


1960  

$1,010 

$53 

$568 

$36 

-$5 

$464 

$2, 289 

1961   

1.  038 

66 

887 

64 

5 

148 

2,437 

1962  

1,046 

68 

1,105 

66 

11 

-69 

2,368 

1963  

1,099 

66 

1,210 

68 

20 

-133 

2, 235 

1964   

1, 154 

64 

1,309 

79 

19 

-188 

2,047 

1965   

1, 188 

59 

1,573 

90 

24 

-440 

1,606 

1966  

2, 022 

58 

1,784 

137 

25 

133 

1,739 

1967   

2,  302 

78 

1,950 

109 

31 

290 

2,029 

1968  

3,  348 

106 

2,311 

127 

20 

996 

3,025 

1969   

3,615 

177 

2,557 

138 

21 

1,075 

4,100 

Estimated  future  ex- 
perience under  com- 
mittee bill: 


1970s  

4,448 

279 

3,095 

162 

10 

1,460 

5, 560 

1971  

4,  094 

322 

4,087 

238 

12 

79 

5, 639 

1972  

4,  507 

330 

4,415 

212 

24 

186 

5, 825 

1973  

4, 798 

347 

4,618 

223 

35 

269 

6,  094 

1974  

5,083 

371 

4, 804 

235 

33 

382 

6,476 

1975  

5, 857 

410 

4,984 

243 

33 

1,007 

7,483 

1  Includes  reimbursements  from  general  fund  of  Treasury  for  cost  of  noncontributory  credits  for  military  service. 

2  Includes  payments  for  vocational  rehabilitation  services. 

3  Under  present  law. 

Note:  Estimates  assume  no  automatic  increases  in  benefit  rates  under  the  cost-of-living  provision. 

Long-Range  Operations  of  OASI  Trust  Fund 

Table  VI  gives  the  estimated  operations  of  the  old-age  and  survivors 
insurance  trust  fund  under  the  program  as  it  would  be  changed  by 
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the  committee  bill  for  the  long-range  future,  based  on  the  inter- 
mediate-cost estimate.  It  will,  of  course,  be  recognized  that  the  figures 
for  the  next  two  or  three  decades  are  the  most  reliable  (under  the 
assumption  of  level-earnings  trends  in  the  future)  since  nearly  all  of 
the  populations  concerned — both  covered  workers  and  beneficiaries — 
are  already  born.  As  the  estimates  proceed  further  into  the  future, 
there  is,  of  course,  much  more  uncertainty. 

In  every  year  after  1969  for  the  next  25  years,  contribution  income 
under  the  system  as  it  would  be  modified  by  the  committee  bill  is 
estimated  to  exceed  old-age  and  survivors  insurance  benefit  disburse- 
ments. Even  after  the  benefit -outgo  curve  rises  ahead  of  the  contribu- 
tion-income curve,  the  trust  fund  will  nonetheless  continue  to  increase 
because  of  the  effect  of  interest  earnings  (which  more  than  meet  the 
administrative  expense  disbursements  and  any  financial  interchanges 
with  the  railroad  retirement  program).  As  a  result,  this  trust  fund 
is  estimated  to  grow  steadily  under  the  intermediate  long-range  cost 
estimate  (with  a  level -earnings  assumption),  reaching  $40  billion  in 
1980  and  about  $115  billion  at  the  end  of  this  century.  The  trust  fund 
is  shown  as  being  exhausted  in  about  62  years,  which  results  from  the 
small  lack  of  actuarial  balance,  as  indicated  previously. 

TABLE  VI.— ESTIMATED  PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND  UNDER  SYSTEM  AS 
MODIFIED  BY  COMMITTEE  BILL,  LONG-RANGE  INTERMEDIATE-COST  ESTIMATE 

[In  millions] 


Adminis-  Balance  in 

Benefit  trative      Interest  on  fund  at 

Calendar  year  Contributions      payments'        expenses  fund       end  of  year 


1980  .    $50,481  $47,286  $714  $1,550  $40,505 

1985...    53,667  54,505  772  2,075  50,334 

1990     63,564  61,888  830  3,018  73,106 

1995...    68,447  68,095  881  3,821  90,764 

2000...      73,942  71,885  920  4,870  115,118 

2025     96,214  119,296  1,353  6,760  148,773 

2040    110,534  138,606  1,558  (2)  (2) 


1  Includes  effect  of  financial  interchange  with  railroad  retirement  system. 

2  Fund  exhausted  in  2032. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service  before 
1957.  No  account  is  taken  in  this  table  of  the  outgo  for  the  special  benefits  payable  to  certain  noninsured  persons  aged  72 
or  over  or  for  the  additional  benefits  payable  on  the  basis  of  noncontributory  credit  for  military  service  after  1956 — or  of 
the  corresponding  reimbursement  therefor,  which  is  exactly  counterbalancing  from  a  long-range  cost  standpoint. 

Estimates  assume  no  automatic  increases  in  benefit  rates  under  the  cost-of-living  provision. 


Long-Kange  Operations  or  DI  Trust  Fund 

The  disability  insurance  trust  fund,  under  the  program  as  it  would 
be  changed  by  the  committee  bill,  grows  after  1969,  according  to 
the  intermediate  long-range  cost  estimate,  as  shown  by  table  VII. 
In  1980,  it  is  shown  as  being  $4  billion,  while  in  1990,  the  correspond- 
ing figure  is  $14  billion.  There  is  a  small  excess  of  contribution  income 
over  benefit  disbursements  for  every  year  after  1969  for  the  next  25 
years,  and  then  the  fund  declines  and  is  exhausted  by  2024. 
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TABLE  VI I. -ESTIMATED  PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND  UNDER  SYSTEM  AS  MODIFIED  BY 
COMMITTEE  BILL,  LONG-RANGE  INTERMEDIATE-COST  ESTIMATE 

[In  millions] 


Adminis-  Balance  in 

Benefit  trative      Interest  on  fund  at 

Calendar  year  Contributions      payments!        expenses  fund       end  of  year 


1980     $7,129  $6,167  $226  $148  $4,277 

1985.   7,591  7,140  237  310  7,653 

1990     8,674  7,904  250  608  14,455 

1995   9,341  8,827  270  863  20,033 

2000   10,098  10,084  306  1,078  24,634 

2025   13,099  14,583  439  (2)  (2) 

2040    15,044  17,117  516  (2)  (2) 


1  Includes  effect  of  financial  interchange  provision  with  railroad  retirement  system. 

2  Fund  exhausted  in  2024. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service  before 
1957.  No  account  is  taken  in  this  table  of  the  outgo  for  the  additional  benefits  payable  on  the  basis  of  noncontributory 
credit  for  military  service  after  1956— or  of  the  corresponding  reimbursement  therefor,  which  is  exactly  counterbalancing 
from  a  long-range  cost  standpoint. 

Estimates  assume  no  automatic  increases  in  benefit  rates  under  the  cost-of-living  provision. 

Table  VIII  shows  the  estimated  costs  of  the  old-age  and  survivors 
insurance  benefits  and  of  the  disability  insurance  benefits  under  the 
program  as  it  would  be  changed  by  the  committee  bill  as  a  per- 
centage of  taxable  payroll  for  various  future  years,  through  the  year 
2040,  and  also  the  level-costs  of  the  two  programs. 

TABLE  VIM.— ESTIMATED  COST  OF  BENEFIT  PAYMENTS  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE 
SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL,!  UNDER  SYSTEM  AS  MODIFIED  BY  COMMITTEE  BILL 


Old-age  and 

survivors  Disability 
insurance       insurance  Total 


Calendar  year  benefits         benefits  benefits 


1980     8.91  1.17  10.08 

1985     9.70  1.27  10.97 

1990  ..    10.40  1.33  11.73 

1995    10.65  1.38  12.03 

2000     10.43  1.46  11.89 

2025     13.34  1.62  14.96 

2040    13.50  1.65  15.15 

Level-cost  2   9.96  1.32  11.28 


>  Taking  into  account  the  lower  contribution  rate  for  self-employment  income  and  tips,  as  compared  with  the  combined 
employer-employee  rate. 

2  Level  contribution  rate,  at  an  interest  rate  of  4.75  percent  benefits  after  1969  taking  into  account  interest  on  the  trust 
fund  on  December  31,  1969,  future  administrative  expenses,  the  railroad  retirement  financial  interchange  provisions, 
and  the  reimbursement  of  noncontributory  military-wage-credits  cost. 

Note:  Estimates  assume  no  automatic  increases  in  benefit  rates  under  the  cost-of-living  provision. 

C.  ACTUARIAL  COST  ESTIMATES  FOR  THE  HOSPITAL  INSURANCE 

SYSTEM 

Summary  of  Actuarial  Cost  Estimates 

The  hospital  insurance  system,  as  modified  by  the  committee  bill, 
has  an  estimated  cost  for  benefit  payments  and  administrative  expenses 
that  is  in  approximate  long-range  balance  with  contribution  income. 
It  is  recognized  that  the  preparation  of  cost  estimates  for  hospitaliza- 
tion and  related  benefits  is  much  more  difficult  and  is  much  more  sub- 
ject to  variation  than  cost  estimates  for  the  cash  benefits  of  the  old- 
age,  survivors,  and  disability  insurance  system.  This  is  so  not  only  be- 
cause the  hospital  insurance  program  has  but  a  few  years  of  operating 
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experience,  but  also  because  of  the  greater  number  of  variable  factors 
involved  in  a  service-benefit  program  than  in  a  cash-benefit  one. 

New  long-range  actuarial  cost  estimates  for  the  hospital  insurance 
system  have  recently  been  prepared.  They  show  a  significantly  higher 
benefit  cost  than  the  previous  estimates,  which  were  used  as  the  basis 
for  the  1967  amendments. 

These  new  cost  estimates  are  based  on  revised  assumptions  as  to  the 
many  factors  involved  in  the  hospital  insurance  program.  Based  on 
actual  recent  experience,  the  assumptions  include  higher  unit  costs  in 
the  future  for  hospital  and  other  services  covered  by  the  program,  an 
increasing  trend  in  utilization  of  services,  and  somewhat  higher 
increases  in  covered  earnings  that  are  subject  to  contributions.  A 
detailed  presentation  of  the  new  assumptions  is  contained  in  "Actu- 
arial Study  No.  71,"  issued  by  the  Social  Security  Administration, 
Department  of  Health,  Education,  and  Welfare,  but  some  information 
on  these  matters  is  presented  in  the  subsequent  discussion  here. 

Financing  Policy 

financing  basis  of  committee  bill 

The  contribution  schedule  contained  in  the  committee  bill  for  the 
hospital  insurance  program,  under  a  $9,000  taxable  earnings  base  be- 
ginning in  1971,  is  as  follows,  as  compared  with  that  of  present  law: 

[In  percent! 


Combined  employer-employee  rate  Self-employed  rate 


House-  House- 
Present        approved      Committee         Present        approved  Committee 


Calendar  year  law  bill  bill  law  bill  bill 


1970   1.2  1.2  1.2  0.60  0.6  0.6 

1971-72   1.2  2.0  1.6  .60  1.0  .8 

1973-74    1.3  2.0  1.8  .65  1.0  .9 

1975   1.3  2.0  2.0  .65  1.0  1.0 

1976-79   1.4  2.0  2.0  .70  1.0  1.0 

1980-85..   1.6  2.0  2.2  .80  1.0  1.1 

1986   1.6  2.0  2.2  .80  1.0  1.1 

1987  and  after   1.8  2.0  2.2  .90  1.0  1.1 


Only  one  provision  of  the  committee  bill  would  add  to  the  cost  of 
the  hospital  insurance  program.  This  provision  would  authorize  the 
Secretary  of  Health,  Education,  and  Welfare  to  establish  presumptive 
periods  of  coverage  on  the  basis  of  a  physician's  certification  for 
patients  admitted  to  an  extended  care  facility  (ECF)  or  started  on 
a  home  health  plan.  Unless  disapproved  in  advance,  coverage  upon 
admission  to  an  ECF  would  continue  for  the  lesser  of :  (a)  the  initially 
certified  period,  (b)  until  notice  of  disapproval,  or  (c)  10  days. 
Administration  of  the  home  health  benefit  would  follow  essentially 
the  same  approach.  It  is  believed  that  this  provision  might  increase 
ECF  admissions ;  however,  some  of  the  related  hospital  stays  will  be 
shortened.  The  net  effect  of  this  provision  is  estimated  to  be  a  level-cost 
of  .03  percent  of  taxable  payroll. 

The  bill  contains  a  number  of  provisions  which  are  intended  to 
reduce  the  cost  of  the  program.  Among  these  provisions  are  the  elim- 
ination of  payments  to  certain  providers  of  services  who  have  abused 


215 


the  program,  the  limitation  of  the  payments  to  certain  providers  of 
services  who  furnish  services  which  are  determined  to  be  unduly  ex- 
pensive, certain  limitations  on  financial  participation  for  supporting 
unnecessary  capital  expenditures,  the  possibility  of  increased  economy 
under  prospective-reimbursement  experiments  and  demonstration 
projects,  the  limitation  of  reimbursement  to  customary  charges  in  cer- 
tain instances  when  these  are  less  than  reasonable  cost,  and  the  require- 
ment of  reasonable  institutional  planning.  The  actuaries  have  not 
found  it  possible  to  estimate  the  extent  of  these  savings ;  accordingly, 
any  savings  resulting  from  these  provisions  represents  a  safety  margin 
in  the  cost  estimate. 

Another  provision  is  designed  to  establish  at  local  levels  profes- 
sional standards  review  organizations  (PSRO's)  as  primary  pro- 
fessional quality  and  cost  control  mechanisms  for  all  health  care 
services  provided  under  medicare  (and  medicaid).  When  PSRO's 
are  fully  operational,  they  will  have  the  potential  to  reduce  the  pro- 
gram cost  substantially.  Although  the  effectiveness  of  such  organiza- 
tions has  been  demonstrated  at  various  localities,  there  is  no  experience 
on  a  nationwide  basis.  Here,  too,  the  actuaries  have  not  found  it 
possible  to  estimate  the  savings  that  will  result  from  this  provision 
ta  this  time;  the  reductions  in  cost  (as  well  as  any  short-run  increase  in 
administrative  expenses  in  setting  up  PSRO's)  due  to  this  provision 
are  not  taken  into  account  in  the  actuarial  cost  estimates  at  this  time. 
As  the  hospital  insurance  program  experience  affected  by  the  PSRO's 
emerges,  it  is  the  committee's  hope  that  they  can  be  incorporated 
in  the  future  actuarial  cost  estimates. 

A  provision  designed  to  simplify  medicare  reimbursement  requires 
the  uniform  use  of  the  departmental  method  of  cost  apportionment 
for  most  larger  institutions.  The  estimated  level-cost  savings  to  the 
program  due  to  this  provision  is  .02  percent  of  taxable  payroll. 

Another  change  made  by  the  committee  bill  would  permit  individ- 
uals to  obtain  their  medicare  coverage  (both  hospital  insurance  and 
supplementary  medical  insurance)  through  a  health  maintenance  orga- 
nization (a  group  practice  prepayment  plan  or  other  capitation  plan). 
In  such  instances,  the  medicare  program  would  pay  for  such  coverage 
on  a  capitation  basis.  The  capitation  rate  shall  be  determined  by  using 
established  actuarial  methods.  It  is  the  sum  of  the  following  three  com- 
ponents :  (1)  An  adjusted  net  premium  which  is  determined  by  adjust- 
ing each  HMO's  net  premium  rate  (actuarial  benefit  cost  of  providing 
the  services)  for  enrollees  under  age  65  for  differences  between  people 
age  65  and  over  and  those  under  age  65  as  to  their  utilization  of  services. 
Adjustments  should  also  be  made  to  reflect  underwriting  requirements, 
and  other  relevant  factors.  The  adjusted  net  premium  rate  shall  not  ex- 
ceed 95  percent  of  the  benefit  costs  that,  according  to  actuarial  esti- 
mates (which  would  take  into  account  such  factors  as  age  and  sex 
of  the  enrollees,  geographical  location  of  the  organization,  the 
selection  of  risks,  and  the  enrollment  rules  of  the  organization  and 
other  relevant  factors  determined  by  actuarial  principles),  would 
otherwise  have  been  payable  with  respect  to  such  persons  if  they 
had  not  been  members  of  such  organizations;  (2)  A  risk  charge  (re- 
tention minus  administrative  expenses)  which  is  the  lesser  of  (a) 
the  adjusted  net  premium  times  the  ratio  of  the  weighted  gross  pre- 
mium rate  of  enrollees  under  age  65  over  the  corresponding  actual 
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benefit  costs  per  capita  plus  administrative  expenses  per  capita,  or 
(b)  150  percent  of  the  average  dollar  amount  of  risk  charges  per 
capita  that  such  organization  structured  in  the  premium  rate  for  all  en- 
rollees  under  age  65 ;  and  (3)  An  administrative  allowance  which  rea- 
sonably represents  the  actual  administrative  costs  of  such  organization 
but  not  to  exceed  95  percent  of  the  national  average  per  capita  cost 
of  administrative  expenses  incurred  by  intermediaries  and  carriers 
(excluding  auditing  expenses)  for  the  same  time  period.  The  commit- 
tee believes  very  strongly  that  the  actuarial  determinations  shall  be 
performed  by  qualified  actuaries  experienced  in  health  insurance 
programs. 

No  valid  experience  under  the  medicare  program  is  available  for 
the  purpose  of  making  any  cost  estimates  of  the  effect  of  the  health 
maintenance  organization  provision.  To  the  extent  that  adequate 
actuarial  analysis  can  be  made  in  the  future  as  to  the  actual  operation 
of  those  organizations,  there  could  be  a  significant  reduction  in  the 
long-run  cost  of  the  medicare  program. 

In  the  early  years  of  operation,  however,  there  might  be  increased 
program  costs,  because  the  relatively  few  organizations  of  this  type 
now  in  existence  are  being  reimbursed  only  their  actual  costs,  whereas 
under  the  provisions  of  the  committee  bill,  they  could,  in  the  future, 
be  reimbursed  somewhat  more  than  costs.  On  the  other  hand,  if  such 
organizations  can  supply  the  covered  services  at  a  lower  cost  than 
what  would  otherwise  prevail,  then  in  the  future,  if  more  of  these 
organizations  are  formed,  there  might  be  a  significant  net  savings 
to  the  program.  Acordingly,  the  actuarial  cost  estimates  have  not 
been  increased  to  reflect  the  possible  short-range  cost  aspects  of  this 
provision  for  a  different  reimbursement  basis  for  health  maintenance 
organizations  since  it  is  possible  that  in  the  long  run  the  provision 
will  result  in  savings. 

The  committee  bill  also  contains  a  provision  that  would  eliminate 
payments  under  the  medicare  program  for  services  covered  by  the  Fed- 
eral employees  health  benefits  plan,  beginning  in  1972,  unless  such 
plan  is  modified  to  make  available  coverage  supplementary  to  that 
under  the  medicare  program.  For  the  purposes  of  the  actuarial  cost  es- 
timates, no  account  is  taken  of  any  possible  reduction  in  benefit  pay- 
ments under  the  medicare  program  on  this  account,  because  of  the  like- 
lihood that  such  modification  will  occur. 

The  committee  bill  provides  an  opportunity  for  persons  who  are 
not  otherwise  eligible  under  the  hospital  insurance  program  to  enroll, 
on  a  voluntary  basis,  and  then  to  pay  the  estimated  full  cost  of  the 
benefit  protection  thus  made  available.  Such  voluntary  elective  indi- 
vidual coverage  can  also  be  obtained  by  States  and  other  organizations 
on  a  group  basis  for  their  retired  employees  aged  65  and  over  who  are 
not  otherwise  protected  under  the  hospital  insurance  program. 

In  this  area  also,  the  actuarial  cost  estimates  presented  in  this 
report  do  not  take  into  account  the  effect  of  this  provision  for  volun- 
tary coverage  of  otherwise  ineligible  persons,  since  it  is  not  possible 
to  estimate  how  many  of  the  approximately  250,000  persons  eligible 
to  so  elect  will  actually  do  so ;  of  these  250,000  persons,  about  145,000 
are  covered  under  the  Federal  Employees  Health  Benefits  plan  and 
so  are  unlikely  to  elect  the  voluntary  hospital  insurance  under  the 
bill.  Thus,  approximately  100,000  persons  are  really  potentially  eli- 
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gible  to  elect.  Furthermore,  if  the  premium  rate,  which  has  been 
actuarially  estimated  at  $27  per  month  for  the  first  year  of  operation, 
is  adequate,  there  will  be  no  net  effect  on  the  financial  operations 
of  the  total  program.  In  any  event,  whether  or  not  such  experience 
is  favorable,  there  will  be  relatively  little  effect  on  the  financial  opera- 
tions of  the  program,  because  of  the  small  number  of  persons  likely 
to  be  involved. 

The  hospital  insurance  program  is  completely  separate  from  the 
old-age,  survivors,  and  disability  insurance  system  in  several  ways, 
although  the  earnings  base  has  thus  far  been  the  same  under  both  pro- 
grams. First,  the  schedules  of  tax  rates  for  old-age,  survivors,  and  dis- 
ability insurance  and  for  hospital  insurance  are  in  separate  subsections 
of  the  Internal  Revenue  Code  (unlike  the  situation  for  old-age  and  sur- 
vivors insurance  as  compared  with  disability  insurance,  where  there  is  a 
single  tax  rate  for  both  programs,  but  an  allocation  thereof  into  two 
portions).  Second,  the  hospital  insurance  program  has  a  separate  trust 
fund  (as  is  also  the  case  for  old-age  and  survivors  insurance  and  for 
disability  insurance)  and,  in  addition,  has  a  separate  Board  of 
Trustees  from  that  of  the  old-age,  survivors,  and  disability  insurance 
system.  Third,  income  tax  withholding  statements  (forms  W-2)  show 
the  proportion  of  the  total  contribution  for  old-age,  survivors,  and 
disability  insurance  and  for  hospital  insurance  that  is  with  respect  to 
the  latter.  Fourth,  the  hospital  insurance  program  covers  railroad 
employees  directly  in  the  same  manner  as  other  covered  workers,  and 
their  benefit  payments  are  paid  directly  from  this  trust  fund  (rather 
than  directly  or  indirectly  through  the  railroad  retirement  system), 
whereas  these  employees  are  not  covered  by  old-age,  survivors,  and 
disability  insurance  (except  indirectly  through  the  financial  inter- 
change provisions).  Fifth,  the  financing  basis  for  the  hospital  insur- 
ance system  is  determined  under  a  different  approach  than  that  used 
for  the  old-age,  survivors,  and  disability  insurance  system,  reflecting 
the  different  natures  of  the  two  programs  (by  assuming  rising  earn- 
ings levels  and  rising  hospitalization  costs  in  future  years,  instead  of 
level-earnings  assumptions  and  by  making  the  estimates  for  a  25-year 
period  rather  than  a  75-year  one) .  Sixth,  the  contribution  rate  for  self- 
employed  persons  is  the  same  as  for  employees,  whereas  under  old-age, 
survivors,  and  disability  insurance,  the  self-employed  pay  50  percent 
more  at  the  present  time. 

SELF-SUPPORTING  NATURE  OF  SYSTEM 

Just  as  has  always  been  the  case  in  connection  with  the  old-age, 
survivors,  and  disability  insurance  system,  the  committee  has  very 
carefully  considered  the  cost  aspects  of  the  present  hospital  insurance 
system  and  proposed  changes  therein.  In  the  same  manner,  the  com- 
mittee believes  that  this  program  should  be  completely  self-supporting 
from  the  contributions  of  covered  individuals  and  employers  (the 
transitional  uninsured  group  covered  by  this  program  have  their  bene- 
fits, and  the  resulting  administrative  expenses,  completely  financed 
from  general  revenues).  Accordinglv,  the  committee  very  strongly 
believes  that  the  tax  schedule  in  the  law  should  make  the  hospital  in- 
surance system  self -supporting  over  the  long  range  as  nearly  as  can 
be  foreseen,  and  thus  actuarially  sound. 
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ACTUARIAL  SOUNDNESS  OF  SYSTEM 

The  concept  of  actuarial  soundness  as  it  applies  to  the  hospital 
insurance  system  is  somewhat  similar  to  that  concept  as  it  applies  to 
the  old-age,  survivors,  and  disability  insurance  system  (see  discussion 
of  this  topic  in  another  section),  but  there  are  important  differences. 

One  major  difference  in  this  concept  as  it  applies  between  the  two 
different  systems  is  that  cost  estimates  for  the  hospital  insurance  pro- 
gram are  made  over  a  period  of  only  25  years  in  the  future,  rather 
than  75  years  as  in  connection  with  the  old-age,,  survivors,  and  disabil- 
ity insurance  program.  A  shorter  period  for  the  hospital  insurance 
program  is  necesary  because  of  the  greater  difficulty  in  making  fore- 
cast assumptions  for  a  service  benefit  than  for  a  cash  benefit.  Although 
there  is  reasonable  likelihood  that  the  number  of  beneficiaries  aged  65 
and  over  will  tend  to  increase  over  the  next  75  years  when  measured 
relative  to  covered  population  (so  that  a  period  of  this  length  is  both 
necessary  and  desirable  for  studying  the  cost  of  the  cash  benefits 
under  the  old-age,  survivors,  and  disability  insurance  program) ,  it  is 
far  more  difficult  to  make  reasonable  assumptions  as  to  the  trends  of 
medical  care  costs  and  practices  for  more  than  25  years  in  the  future. 
In  fact,  experience  with  the  hospital  insurance  program  has  shown 
that  it  is  difficult  even  to  project  5  years  into  the  future. 

It  seems  desirable  to  the  committee  that  the  hospital  insurance  pro- 
gram should  be  in  close  actuarial  balance.  In  order  to  accomplish  this 
result,  the  committee  has  revised  the  contribution  schedule  to  meet 
this  requirement,  according  to  the  underlying  cost  estimates. 

Hospitalization  Data  and  Assumptions 

past  increases  in  hospital  costs  and  in  earnings 

Table  A  presents  a  summary  comparison  of  the  annual  increases  in 
hospital  costs  and  the  corresponding  increases  in  wages  that  have  oc- 
curred since  1955  and  up  through  1969. 

TABLE  A— COMPARISON  OF  ANNUAL  INCREASES  IN  HOSPITAL  COSTS  AND  IN  EARNINGS 

[Percent! 

Increase  over  previous  year 

Ai 

Calendar  year 

1956  

1957        

1958   

1959     

1960        

1961   

1962    

1963     

1964      

1965   

1966     

1967    

1968     

1969    i  

Average  for  1956-65  .  .............  r^  

Average  for  1966-69.,  *  

» Data  are  for  calendar  years  (based  on  experience  in  1st  quarter  of  year). 

3  Data  are  for  fiscal  years  ending  in  September  of  year  shown.  Data  are  from  American  Hospital  Association,  and  "hos- 
pitalization costs"  represents  total  hospital  expense  per  patient  day. 
3  Preliminary  estimate  made  by  Social  Security  Administration. 


Average  wages 
in  covered 
employmenti 

Average  daily 
hospitalization 
costs  2 

5.7 

4.5 

5.5 

7.7 

3.3 

8.6 

3.3 

6.8 

4.3 

6.8 

3.1 

8.5 

4.2 

5.3 

2.4 

5.6 

3.1 

6.9 

1.6 

7.0 

4.4 

8.3 

6.3 

12.3 

7.0 

13.5 

6.0 

3  14.0 

3.6 

6.8 

5.9 

12.0 
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The  annual  increases  in  earnings  are  based  on  those  in  covered  em- 
ployment under  the  old-age,  survivors,  and  disability  insurance  system 
as  indicated  by  first  quarter  taxable  wages,  which  by  and  large  are  not 
affected  by  the  maximum  taxable  earnings  base.  The  data  on  increases 
in  hospital  costs  are  based  on  a  series  of  average  daily  expense  per 
patient  day  (including  not  only  room  and  board,  but  also  other  inpa- 
tient charges  and  other  expenditures  of  hospitals)  prepared  by  the 
American  Hospital  Association. 

The  annual  increases  in  earnings  fluctuated  somewhat  over  the  period 
up  through  1965,  although  there  were  not  very  large  deviations  from 
the  average  annual  rate  of  3.6  percent ;  no  upward  or  downward  trend 
over  the  period  is  discernible.  The  annual  increases  in  hospital  costs 
likewise  fluctuated  from  year  to  year  during  this  period,  around  the 
average  annual  rate  of  6.8  percent. 

During  the  period  1956-65,  hospital  costs  increased  at  a  faster  rate 
than  earnings.  The  differential  bet  ween  these  two  rates  of  increase  fluc- 
tuated widely,  being  as  high  as  somewhat  more  than  5  percent  in  some 
years  and  as  low  as  a  negative  differential  of  about  1  percent  in  1956 
(with  the  next  lowest  differential  being  a  positive  one  of  about  1  per- 
cent in  1962).  Over  the  entire  10-year  period,  the  differential  between 
the  average  annual  rate  of  increase  in  hospital  costs  over  the  average 
annual  rate  of  increase  in  earnings  was  3.2  percent. 

Following  1965,  however,  both  earnings  and  hospital  costs  have 
risen  sharply,  the  former  at  a  rate  of  about  6  percent  per  year  and 
the  latter  at  about  12  percent  per  year.  Thus,  the  differential  rate 
of  increase  of  hospital  costs  as  against  earnings  was  about  6  percent 
per  year  during  1966-69,  as  compared  with  3  percent  in  the  preceding 
decade.  Or,  to  put  it  another  way,  in  the  past  15  years,  hospital  costs 
have  increased  at  double  the  rate  that  earnings  in  general  have.  No 
change  in  this  relationship  is  evident  currently,  so  that  relatively  high 
increases  in  hospital  costs  seem  likely  in  at  least  the  next  few  years. 

The  Deparment  of  Health,  Education,  and  Welfare  estimates  that, 
in  the  future,  after  the  next  few  years,  earnings  will  increase  at  a  rate 
of  about  4  percent  per  year.  It  is  much  more  difficult  to  predict  what 
the  corresponding  increase  in  hospital  costs  will  be. 

EFFECT  ON  COST  ESTIMATES  OF  RISING  HOSPITAL  COSTS 

A  major  consideration  in  making  cost  estimates  for  hospital  bene- 
fits, then,  is  how  long  and  to  what  extent  the  tendency  of  hospital  costs 
to  rise  more  rapidly  than  the  general  earnings  level  will  continue  in 
the  future,  and  whether  or  not  it  may,  in  the  long  run,  be  counter- 
balanced by  a  trend  in  the  opposite  direction.  Some  factors  to  consider 
are  the  relatively  low  wages  of  hospital  employees  (which  have  been 
rapidly  "catching  up"  with  the  general  level  of  wages  and  obviously 
may  be  expected  to  "catch  up"  completely  at  some  future  date,  rather 
than  to  increase  indefinitely  at  a  more  rapid  rate  than  wages  gen- 
erally) and  the  development  of  new  medical  techniques  and  proce- 
dures, with  resultant  increased  expense. 

In  connection  with  this  latter  factor,  there  are  possible  counterbal- 
ancing factors.  The  higher  costs  involved  for  more  refined  and  exten- 
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sive  treatments  may  be  offset  by  the  development  of  out-of-hospital 
facilities,  shorter  durations  of  hospitalization,  and  less  expense  for 
subsequent  curative  treatments  as  a  result  of  preventive  measures. 
Also,  it  is  possible  that  at  some  time  in  the  future,  the  productivity 
of  hospital  personnel  will  increase  significantly  as  the  result  of  changes 
in  the  organization  of  hospital  services  or  for  other  reasons,  so  that, 
as  in  other  fields  of  economic  activity,  the  general  wage  level  might 
increase  more  rapidly  than  hospitalization  prices  in  the  long  run. 

Perhaps  the  major  consideration  in  making  actuarial  cost  estimates 
for  hospital  benefits  is  that — unlike  the  situation  in  regard  to  cost 
estimates  for  monthly  cash  benefits,  where  the  result  is  the  opposite — 
an  unfavorable  cost  result  is  shown  when  total  earnings  levels  rise, 
unless  the  financing  provisions  of  the  system  are  kept  up  to  date  (inso- 
far as  the  maximum  taxable  earnings  base  is  concerned).  The  reason 
for  this  result  is  that  hospital  costs  rise  at  least  at  the  same  rate  over 
the  long  run  as  the  total  earnings  level,  whereas  the  contribution  in- 
come rises  less  rapidly,  unless  the  earnings  base  is  kept  up  to  date,  than 
the  total  earnings  level. 

For  these  reasons,  the  cost  estimates  were  previously  based  on  the 
assumption  that  both  hospital  costs  and  the  general  level  of  earnings 
will  increase  in  the  future  for  the  entire  25 -year  period  considered, 
while  at  the  same  time  the  earnings  base  will  not  change.  The  present 
cost  estimates  no  longer  assume  that  the  maximum  taxable  earnings 
base  will  not  change,  but  rather  that  it  will  be  increased  in  the  future 
as  in  the  past. 

The  committee  is  aware  that  such  a  modification  represents  a  basic 
change  from  the  way  future  financing  of  the  hospital  insurance  pro- 
gram has  previously  been  handled.  However,  there  are  a  number  of 
provisions  in  the  committee  bill  which  should  result  in  savings  but 
for  which  no  savings  have  been  reflected  in  the  actuarial  projections. 
It  is  the  committee's  hope  that  these  provisions  will  offset  any  unan- 
ticipated further  cost  increases  in  the  future. 

The  fact  that  the  cost-sharing  provisions  (the  initial  hospital  de- 
ductible and  the  coinsurance  features)  are  on  a  dynamic  basis  which 
varies  with  hospital  costs  is  taken  into  account  as  not  requiring  a 
higher  cost  estimate  than  would  be  needed  if  static  conditions  were 
assumed. 

ASSUMPTIONS  AS  TO  RELATIVE  TRENDS  OF  HOSPITAL  COSTS  AND  EARNINGS 
UNDERLYING   COST  ESTIMATE  FOR  COMMITTEE  BILL 

As  indicated  previously,  the  committee  very  strongly  believes  that 
the  financing  basis  of  the  hospital  insurance  program  should  be  de- 
veloped on  a  conservative  basis.  Although  the  trend  of  beneficiaries 
aged  65  and  over  relative  to  the  working  population  will  undoubtedly 
move  in  an  upward  direction  after  25  years  from  now,  it  seems  impos- 
sible to  predict  what  the  trend  of  medical  costs  and  what  hospital- 
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utilization  and  medical-practice  trends  will  be  in  the  distant  future. 

The  assumptions  as  to  the  short-term  trend  of  hospital  costs  for  the 
cost  estimates  presented  here  are  shown  in  table  B.  As  in  the  past, 
it  is  assumed  that  the  greatest  annual  increases  in  hospital  cost  rates 
have  already  taken  place. 

TABLE  B. — ASSUMPTIONS  AS  TO  FUTURE  RATES  OF  INCREASES  IN  HOSPITAL  COSTS 

Rate  of  increase 


Calendar  year  :  (in  percent) 

1969   15.0 

1970   -  14.0 

1971  13.0 

1972   11.5 

1973   10.0 

1974    8.5 

1975   ____   7.0 

1976    6.  0 

1977    5.0 

1978  and  after   4.  0 


ASSUMPTIONS    AS    TO    HOSPITAL    UTILIZATION    RATES    UNDERLYING  COST 
ESTIMATES  FOR  COMMITTEE-APPROVED  BILL 

The  hospital  utilization  assumptions  for  the  cost  estimates  in  this 
report  are  founded  on  the  hypothesis  that  current  practices  in  this 
field  will  not  change  even  more  in  the  future  than  past  experience 
has  indicated.  In  other  words,  no  account  is  taken  of  the  possibility 
that  there  will  be  a  drastic  change  in  philosophy  as  to  the  best  medical 
practices,  so  as,  for  example,  to  utilize  in-hospital  care  to  a  much 
greater  extent  than  is  now  the  case. 

The  hospital  utilization  rates  used  for  the  cost  estimates  for  your 
committee's  bill  are  based  on  the  actual  experience  of  the  program  in 
1968,  with  assumed  increases  of  1  to  2  percent  per  year  for  the  next 
decade. 

ASSUMPTIONS  AS  TO  HOSPITAL  PER  DIEM  RATES  UNDERLYING  COST 
ESTIMATES  FOR  COMMITTEE -APPROVED  BILL 

The  average  daily  hospital  reimbursement  rate  by  the  program  for 
1968  (i.e.  not  including  the  cost-sharing  payments  made  by  the  bene- 
ficiaries) was  about  $48.  This  was  projected  for  future  years  in  the 
manner  described  previously. 

Results  of  Cost  Estimates 

summary  of  cost  estimate  for  committee  bill 

The  level-cost  of  the  benefits  and  administrative  expenses  under 
present  law  is  estimated  at  2.11  percent  of  taxable  payroll  under  the 
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assumption  that  the  earnings  base  will  be  increased  in  the  future  as  in 
the  past.  Such  level-cost  would  be  2.79  percent  of  taxable  payroll  if  it 
were  assumed  that  the  earnings  base  would  remain  fixed  at  $7,800  over 
the  entire  25 -year  valuation  period — the  assumption  underlying  pre- 
vious actuarial  evaluation  of  the  program 

Under  the  rising-earnings-base  assumption,  the  level -equivalent  of 
the  graded  contribution  schedule  under  present  law  is  1.56  percent  of 
taxable  payroll  and  the  level -equivalent  value  of  the  existing  trust 
fund  is  0.02  percent  of  taxable  payroll,  so  that  there  is  a  lack  of  actu- 
arial balance  under  present  law,  using  the  revised  estimates  of  hospital 
cost  trends  and  the  other  revised  cost  factors,  amounting  to  0.53  per- 
cent of  taxable  payroll.  Under  the  assumption  that  the  earnings  base 
remains  level  in  the  future  at  the  $7,800  amount  specified  in  present 
law  (the  assumption  which  has  heretofore  been  made  in  setting  the 
contribution  schedule),  the  level-equivalent  of  the  contribution  sched- 
ule is  1.52  percent  of  taxable  payroll,  and  the  level-equivalent  of  the 
existing  trust  fund  is  0.03  percent  of  taxable  payroll,  so  that  then  the 
actuarial  balance  would  be  —1.24  percent  of  taxable  payroll. 

Under  the  committee  bill,  there  would  be  additional  financing 
for  the  program,  both  through  the  increase  in  the  earnings  base  to 
$9,000,  effective  in  1971,  and  through  increasing  the  rates  in  the  con- 
tribution schedule.  Thus,  the  new  contribution  schedule  (which  has  a 
level-equivalent  value  of  2.05  percent  of  taxable  payroll)  would,  if  the 
projected  cost  assumptions  are  valid,  adequately  finance  the  program, 
whose  actuarial  balance  would  then  be  —0.05  percent  of  taxable 
payroll. 

Table  C  traces  through  the  actuarial  balance  of  the  hospital  insur- 
ance system  from  its  situation  under  present  law,  according  to  the 
latest  estimate,  to  that  under  the  committee  bill,  determined  as  of 
January  1,1970. 

TABLE  C— CHANGES  IN  ACTUARIAL  BALANCE  OF  HOSPITAL  INSURANCE  SYSTEM,  EXPRESSED  IN  TERMS  OF  ESTI- 
MATED LEVEL-COST  AS  PERCENTAGE  OF  TAXABLE  PAYROLL,  INTERMEDIATE-COST  ESTIMATE,  PRESENT  LAW, 
HOUSE  APPROVED  BILL  AND  COMMITTEE  BILL 

[In  percent] 


Level-cost  or  level-equivalent 

Item 

Contribu-  Benefit 
tions    payments 1 

Existing 
trust 
fund 

Actuarial 
balance 

Present  law,  level  $7,800  earnings  base  

Present  law,  increasing  earnings  base2.   

House  approved  bill,  increaseing  earnings  base 2   

Committee  bill,  increasing  earnings  base2  __  

  1.52  2.79 

  1.56  2.11 

  1.98  2.11 

2. 05           2. 12 

0. 03 
.02 
.02 
.02 

-1.24 
-.  53 
-.11 
-.05 

1  Including  also  the  administrative  expenses. 

2  The  cost  esltmate  is  made  under  the  assumption  that  the  maximum  taxable  earnings  base  will  be  increased  after 
1970,  so  that  approximately  the  same  proportion  of  the  total  payroll  in  covered  employment  will  be  taxable  as  was  the  case 
under  the  $7,800  base  in  1968.  This  would  produce  a  base  of  $9,000  in  1971-72  (as  in  the  committee  bill)  and  under 
the  assumptions  made  as  to  future  changes  in  earnings  levels,  $9,600  in  1973-74,  $10,200  in  1975-76,  $11,400  inl977-78, 
etc.,  to  $21,000  in  1993-94. 

The  cost  for  the  persons  who  are  blanketed -in  for  the  hospital  and 
related  benefits  is  met  from  the  general  fund  of  the  Treasury  (with 
the  financial  transactions  involved  passing  through  the  hospital  in- 
surance trust  fund).  The  costs  so  involved,  along  with  the  financial 
transactions,  are  not  included  in  the  preceding  cost  analysis,  although 
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they  are  shown  in  the  following  discussion  of  the  progress  of  the  hos- 
pital insurance  trust  fund.  A  later  portion  of  this  section  discusses 
these  costs  for  the  blanketed-in  group. 

FUTURE  OPERATIONS  OF  HOSPITAL  INSURANCE  TRUST  FUND 

Table  D  shows  the  estimated  operation  of  the  hospital  insurance 
trust  fund  under  present  law  (assuming  no  change  in  the  $7,800  earn- 
ings base),  while  table  E  gives  similar  figures  for  the  committee  bill 
(under  the  assumption  that  the  $9,000  earnings  base  effective  in  1971 
will  be  increased  as  earnings  levels  rise  in  the  future) . 

Under  present  law,  outgo  exceeds  income  for  every  year  after  1969. 
As  a  result,  the  trust  fund  is  shown  as  being  exhausted  in  mid- 1972. 
According  to  this  estimate,  under  the  committee  bill  the  balance  in 
the  trust  fund  would  grow  steadily  in  the  future,  increasing  from 
about  $2.2  billion  at  the  end  of  1970  to  $5.9  billion  5  years  later ;  over 
the  Ions:  range,  the  trust  fund  would  build  up  steadily,  reaching 
$22.4  billion  in  1994,  somewhat  less  than  1  year,  ago. 

TABLE  D.— ESTIMATED  PROGRESS  OF  HI  TRUST  FUND  UNDER  PRESENT  FINANCING  PROVISIONS,  INCURRED 

BASIS 

[In  millions] 


Calendar  year 

Contribu- 
tions 1 

Government 
payment  for 
uninsured  2 

Benefit 
payments 

Adminis- 
trative 
expenses 

1 nterest 
on  fund  3 

Net 
income 

Fund  at 
end  of  year 

1970  

$4,973 

$618 

$5,820 

$140 

$139 

-$130 

$2, 183 

1971   

5, 231 

656 

6,894 

150 

101 

-1,056 

1,127 

1972  

5, 482 

685 

8,031 

161 

8 

-2,017 

(<) 

1  Includes  payments  from  general  fund  for  military  service  wage  credits. 

2  Cost  for  benefit  payments  and  accompanying  administrative  expenses  for  uninsured  persons  for  each  fiscal  year  is 
assumed  to  be  paid  to  the  trust  fund  in  the  middle  of  the  fiscal  year  (i.e.,  at  the  end  of  the  corresponding  calendar  year). 

3  Over  the  long  range,  a  5-percent  rate  is  assumed,  with  a  somewhat  higher  rate  in  the  early  years. 
«  Fund  exhausted  in  1972. 

Note:  Fund  balance  at  beginning  of  1970  is  $2,413,000,000  on  an  incurred  basis  (as  compared  with  $2,505,000,000 
on  a  cash  basis.) 

TABLE  E.— ESTIMATED  PROGRESS  OF  THE  HI  TRUST  FUND  UNDER  FINANCING  PROVISIONS  OF  COMMITTEE  BILL 
UNDER  BASIS  OF  EARNINGS  BASE  BEING  INCREASED  IN  THE  FUTURE,'  INCURRED  BASIS 

[In  millions  of  dollars] 

Payment 
from 

general  Administra- 
Contribu-      fund  for        Benefit  five    Interest  on  Net    Fund  at  end 

Calendaryear  tions  2  uninsured 3     payments     expenses         fund*        income         of  year 

1970    4,973  618  5,820  140  139  -230  2,183 

1971  __   7,404  671  6,974  150  166  1,117  3,300 

1972    7,784  700  8,111  161  208  420  3,720 

1973   9,423  716  9,254  172  245  958  4,678 

1974   9,853  716  10,433  183  275  228  4,906 

1975   11,723  703  11,537  195  305  999  5,905 

1976   12,211  680  13,592  207  311  -597  5,308 

1977   13,326  646  12,615  219  329  1,467  6,775 

1978   13,880  605  14,467  232  367  153  6,928 

1979    14,763  558  15,322  246  368  121  7,049 

1980...    16,895  505  16,218  260  398  1,320  8,369 

1985    22,238  292  21,472  345  718  1,431  15,431 

1990...   28,712  124  28,726  457  944  597  19,641 

1994    35,732  48  35,670  560  1,077  627  22,395 


1  Maximum  taxable  earnings  base  would  be  $7,800  in  1970,  $9,000  in  1971-72,  $9,600  in  1973-74,  $10,200  in  1975-76, 
$11,400  in  1977-78,  increasing  ultimately  to  $21,000  in  1993-94.  Combined  employer-employee  contribution  schedule 
would  be  1.2  percent  for  1970,  1.6  percent  for  1971-72, 1.8  percent  for  1973-74,  2.0  percent  for  1975-79,  and  2.2  percent 
for  1980  and  after. 

2  Includes  payment  from  general  fund  for  military  service  wage  credits. 

3  Cost  for  benefit  payments  and  accompanying  administrative  expenses  for  uninsured  persons  for  each  fiscal  year  is 
assumed  to  be  paid  to  the  trust  fund  in  the  middle  of  the  fiscal  year  (i.e.,  at  the  end  of  the  corresponding  calendar  year). 

4  Over  the  long  range,  a  5-percent  rate  is  assumed,  with  a  somewhat  higher  rate  in  the  early  years. 
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COST  ESTIMATE  FOR  HOSPITAL  BENEFITS  FOR  NONINSURED  PERSONS  PAID 

FROM   GENERAL  FUNDS 

Hospital  and  related  benefits  are  provided  not  only  for  beneficiaries 
of  the  old-age,  survivors,  and  disability  insurance  system  and  the 
railroad  retirement  system,  but  also  on  a  "free"  basis  for  most  other 
persons  who  Avere  aged  65  and  over  in  1966  (and  for  many  of  those 
attaining  this  age  in  the  next  few  years)  who  are  not  insured  under 
either  of  these  two  social  insurance  systems.  The  exceptions  are  non- 
insured  persons  who  are  active  and  retired  Federal  employees  who  are 
eligible  (or  had  the  opportunity  of  being  eligible)  for  similar  protec- 
tion under  the  Federal  Employees  Health  Benefits  Act  of  1959  or  who 
are  short-residence  aliens. 

Under  present  law,  persons  meeting  such  conditions  who  attain  age 
65  before  1968  qualify  for  the  hospital  benefits  regardless  of  whether 
they  have  had  any  covered  employment  in  the  past,  while  those  attain- 
ing age  65  after  1967  must  have  some  such  coverage  to  qualify — name- 
ly, 3  quarters  of  coverage  (which  can  be  acquired  at  any  time  after 
1936)  for  each  year  elapsing  after  1966  and  before  the  year  of  attain- 
ment of  age  65  (e.g.,  3  quarters  of  coverage  for  attainment  of  age  65  in 
1968,  6  quarters  for  1969,  etc.).  This  transitional  provision  "washes 
out"  under  present  law  for  men  attaining  age  65  in  1975  and  for  women 
attaining  age  65  in  1974,  since  the  fully-insured-status  requirement  for 
monthly  benefits  for  such  categories  is  then  no  greater  than  the  special- 
insured  status  requirement. 

Under  the  committee  bill,  these  requirements  for  noninsured  men 
would  "wash  out"  at  the  same  time  as  for  women  (due  to  the  "age-62 
computation  point  for  men"  provision  in  the  committee  bill) . 

The  benefits  for  the  noninsured  group  who  receive  hospital  insur- 
ance benefits  on  a  "free"  basis  is  to  be  paid  from  the  hospital  insurance 
trust  fund,  but  with  financial  reimbursement  therefor  from  the  gen- 
eral fund  of  the  Treasury  on  a  current  basis,  or  with  appropriate 
interest  adjustment.  The  estimated  cost  to  the  general  fund  of  the 
Treasury  for  the  hospital  and  related  benefits  for  this  noninsured 
group  (including  the  applicable  additional  administrative  expenses) 
for  various  future  years  is  shown  in  Table  E.  The  estimated  cost  to 
the  general  fund  of  the  Treasury  for  the  closed  group  involved 
increases  slowly  to  a  peak  of  about  $716  million  per  year  in  1973-74 
and  then  decreases  steadily  thereafter.  Offsetting,  in  large  part,  the 
decline  in  the  number  of  eligibles  blanketed-in  are  the  factors,  the 
increasing  hospital  utilization  per  capita  as  the  average  age  of  the 
group  rises  and  the  increasing  hospital  costs  in  future  years. 

The  foregoing  discussion  and  cost  estimates  do  not  include  the  non- 
insured  persons  who,  under  the  provisions  of  the  committee  bill, 
can  voluntarily  buy  into  the  hospital  program  on  the  basis  of  their 
paying  the  estimated  full  costs  involved. 

D.  ACTUARIAL  COST  ESTIMATES  FOR  THE  SUPPLEMENTARY 
MEDICAL  INSURANCE  SYSTEM 

Summary  of  Actuarial  Cost  Estimates 

The  committee  bill  has  broadened  the  benefit  protection  provided 
by  the  supplementary  medical  insurance  program.  Manual  manipu- 
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lation  of  the  spine  by  qualified  chiropractors  will  be  covered  if  the 
chiropractor  meets  certain  minimum  standards  established  by  the 
Secretary  of  Health,  Education,  and  Welfare. 

The  committee  bill  contains  a  number  of  provisions  which  will 
reduce  the  cost  of  the  supplementary  insurance  program.  Among 
these  provisions  is  the  establishment  of  limits  on  prevailing  charges 
(using  the  75th  percentile  upon  enactment  of  the  bill  and  adjusting 
the  levels  thereafter  by  means  of  an  appropriate  economic  index)  and 
the  tightening  up  of  the  reimbursement  provisions  for  teaching  phy- 
sicians who  furnish  services. 

Also,  the  committee  adopted  certain  provisions  which  have  the 
potential  of  reducing  the  costs  of  the  supplementary  medical  insurance 
program.  Among  these  provisions  are  the  limitation  on  the  reimburse- 
ment of  physical  and  other  therapists,  the  establishment  of  profes- 
sional standards  review  organizations,  the  establishment  of  the  Office 
of  Inspector  General  in  the  Department  of  Health,  Education,  and 
Welfare,  the  increased  penalty  for  defrauding  health  care  programs, 
the  reasonable  limitations  on  medicare  allowances  for  routine  follow- 
up  visits,  injections,  and  laboratory  services,  and  the  inclusion  of 
Blue  Shield  payments  in  calculating  reasonable  charges.  The  actuaries 
have  not  been  able  to  estimate  the  extent  of  the  savings  under  these 
provisions ;  there  could  be  a  significant  reduction  in  the  long-run  costs. 

No  account  is  taken  in  the  actuarial  cost  estimates  for  the  supple- 
mentary medical  insurance  program  of  the  provisions  of  the  commit- 
tee bill  that  provide  for  medicare  coverage  to  be  obtained  from  health 
maintenance  organizations  or  for  medicare  benefits  to  be  withheld 
(after  1971)  if  benefits  are  payable  to  the  individual  under  the  Fed- 
eral employees  health  benefits  plan,  unless  such  plan  is  coordinated 
with  medicare. 

The  cost  effects  of  these  changes  will  be  recognized  by  the  Secretary 
of  Health,  Education,  and  Welfare  in  his  determination  of  the  stand- 
ard premium  rate  for  fiscal  year  1972,  which  in  accordance  with  the 
provisions  of  present  law  will  be  promulgated  in  December  1970. 

Financing  Policy 

self-supporting  nature  of  system 

Coverage  under  supplementary  medical  insurance  can  be  voluntarily 
elected,  on  an  individual  basis,  by  virtually  all  persons  aged  65  and 
over  in  the  United  States.  This  program  is  intended  to  be  completely 
self-supporting  from  the  premiums  of  enrolled  individuals  and  from 
the  equal-matching  contributions  from  the  general  fund  of  the  Treas- 
ury. For  the  initial  period.  July  1966  through  December  1967,  the 
premium  rate  was  established  by  law  at  $3  per  month,  so  that  the  total 
income  of  the  system  per  particpant  per  month  was  $6.  Persons  who 
do  not  elect  to  come  into  the  system  at  as  early  a  time  as  possible  gen- 
erallv  have  to  pay  a  higher  premium  rate.  The  law  reouires  that  the 
standard  monthly  premium  rate  be  adjusted  annually  by  promulga- 
tion of  the  Secretary  of  Health,  Education,  and  Welfare  (using  ap- 
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propriate  actuarial  methods),  so  as  to  reflect  the  expected  experience 
on  an  incurred-cost  basis,  including  an  allowance  for  a  margin  for 
contingenices.  All  financial  operations  for  this  program  are  handled 
through  a  separate  fund,  the  supplementary  medical  insurance  trust 
fund. 

ACTUARIAL  SOUNDNESS  OF  SYSTEM 

The  concept  of  actuarial  soundness  for  the  old-age,  survivors,  and 
disability  insurance  system  and  for  the  hospital  insurance  system  is 
somewhat  different  than  that  for  the  supplementary  medical  insurance 
program.  In  essence,  the  last  system  is  on  a  "current  cost"  financing 
basis,  rather  than  on  a  "long-range  cost"  financing  basis.  The  situa- 
tions are  essentially  different  because  the  financial  support  of  the 
supplementary  medical  insurance  system  comes  from  a  premium  rate 
that  is  subject  to  change  from  time  to  time,  in  accordance  with  the 
experience  actually  developing  and  with  the  experience  anticipated  in 
the  near  future.  The  actuarial  soundness  of  the  supplementary  medi- 
cal insurance  program,  therefore,  depends  only  upon  the  "short-term" 
premium  rates  being  adequate  to  meet,  on  an  accrual  basis,  the  benefit 
payments  and  administrative  expenses  over  the  period  for  which  they 
are  established  (including  the  accumulation  and  maintenance  of  a 
contingency  fund). 

Results  or  Cost  Estimates 

Both  the  bill  passed  by  the  House  of  Representatives  and  the  com- 
mittee bill  make  changes  which  have  a  significant  cost  effect.  These 
changes  are  summarized  in  the  following  table  along  with  the  cost  per 
participant  per  month  relative  to  the  current  $10.60  monthly  premium 
rate  (for  participant  and  the  Government  combined)  : 


[Premium  rate  per  month] 


Cost 

House- 

approved 

Committee 

Item 

bill 

bill 

Limited  coverage  of  chiropractic  services...             ...  .   

+$0. 22 

Liberalized  physical  therapy  benefits  

  +$0.03... 

Lower  limits  on  prevailing  charge  levels   

   -.20 

-.20 

Total  i   

  -.17 

+.02 

1  Savings  effect  of  other  provisions  of  the  bill  not  estimated. 


The  total  cost  of  $0.02  per  month  per  capita  is  equivalent  to  an 
annual  cost  of  $4.7  million  with  respect  to  19.6  million  participants. 

E.  ACTUARIAL  COST  ESTIMATES  FOR  THE  CATASTROPHIC  HEALTH 

INSURANCE  SYSTEM 

Introduction 

This  section  of  the  report  presents  the  actuarial  cost  estimates  for 
the  catastrophic  health  insurance  program  established  by  the  Social 
Security  Amendments  of  1970  approved  by  the  committee.  A  summary 
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of  the  benefit,  coverage,  and  financing  provisions  of  the  system  is  con- 
tained in  previous  sections. 

Summary  of  Actuarial  Cost  Estimates 

The  catastrophic  health  insurance  program  established  by  the  com- 
mittee bill  has  an  estimated  cost  for  benefit  payments  and  adminis- 
trative expenses  that  is  in  long-range  balance  with  contribution 
income.  It  is  recognized  that  the  preparation  of  the  cost  estimates 
for  hospital  and  physicians'  services  and  related  benefits  is  much  more 
difficult  and  much  more  subject  to  variation  than  cost  estimates  for 
the  old-age,  survivors,  and  disability  insurance  system.  It  is  also  rec- 
ognized that  future  experience  can  be  different  from  the  projections. 
This  is  not  only  because  the  catastrophic  health  insurance  program 
will  be  newly  established,  with  no  past  operating  experience,  but 
also  because  of  the  great  number  of  variable  factors  in  the  under- 
lying cost  elements  of  covered  medical  services.  It  is  essential  as  stated 
in  the  committee  report,  that  the  operations  of  this  new  program 
should  be  carefully  studied  as  they  occur  in  the  future,  so  that  the 
Congress  and  the  executive  branch  can  be  kept  well  informed  and 
on  a  timely  basis.  Under  these  circumstances,  the  committee  has 
agreed  with  the  practice  which  has  been  established  with  the  title 
XVIII  programs  that  there  should  be  a  small  continuing  actuarial 
sample  (of  perhaps  1  percent  of  all  eligible  individuals),  so  that  the 
emerging  experience  can  be  analyzed  promptly  and  thoroughly.  In 
this  connection,  it  will  be  essential  for  carriers  and  intermediaries  in- 
volved in  the  processing  and  payment  of  claims  to  supply  the  neces- 
sary actuarial  information  promptly  and  in  an  adequate  fashion  for 
the  actuarial  analysis  to  be  made. 

Financing  Policy 

financing  basis  of  bill 

The  contribution  schedule  contained  in  the  committee-approved 
bill  for  the  catastrophic  health  insurance  program,  on  a  maximum 
earnings  base  of  $9,000  in  1971  and  assuming  earnings  base  increases 
thereafter,  is  as  follows : 


Employer- 

employee  rate 

Self-employed 

Calendar  year 

(percent) 

rate  (percent) 

1972-74   _   

    0.6 

0.3 
.35 
.4 

1975-79..      

  .7 

1980  and  after    

    .8 

Although  the  taxable  earnings  base  is  the  same  for  the  catastrophic 
health  insurance  program  as  for  the  hospital  insurance  program,  the 
financial  operations  of  the  two  programs  are  completely  separate. 
First,  the  catastrophic  health  insurance  program  will  have  a  com- 
pletely separate  trust  fund,  as  well  as  a  separate  Board  of  Trustees 
from  that  of  the  old-age,  survivors,  and  disability  insurance  system 
and  the  hospital  insurance  and  supplementary  medical  insurance  sys- 
tems. Secondly,  the  schedule  of  tax  rates  for  the  catastrophic  health  in- 
surance program  is  in  a  separate  subsection  of  the  Internal  Revenue 
Code. 
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SELF-SUPPORTING  NATURE  OF  SYSTEM 

The  old-age,  survivors,  and  disability  and  health  insurance  system 
has  always  been  of  a  self-supporting  nature.  The  committee  has  care- 
fully considered  the  cost  aspect  in  the  proposed  catastrophic  health 
insurance  program,  and  believes  that  this  program  should  also  be  com- 
pletely self-supporting  from  the  contributions  of  covered  individuals 
and  employers.  Accordingly,  the  committee  very  strongly  believes 
the  program  should  be  financed  on  an  actuarial  sound  basis.  The  tax 
schedule  in  the  committee  bill  should  make  the  catastrophic  health 
insurance  program  self-supporting  over  the  next  25  years. 

Actuarial  Soundness  of  System 

The  concept  of  actuarial  soundness  as  it  applies  to  the  catastrophic 
health  insurance  program  is  the  same  as  it  applies  to  the  hospital 
insurance  program. 

The  cost  estimates  for  the  catastrophic  health  insurance  program 
are  made  over  a  period  of  25  years  in  the  future.  Although  it  is  diffi- 
cult to  predict  the  future  trends  of  medical  care  costs  and  the 
change  in  medical  technology  for  the  next  25  years,  it  is  feasible  to 
make  reasonable  assumptions  as  to  these  factors.  Another  considera- 
tion is  that  changes  in  the  population^  can  be  predicted  with  a  higher 
degree  of  accuracy.  The  future  costs  of  the  program  and  financing 
thereof  are  in  large  part  affected  by  population  changes. 

In  starting  a  new  program  such  as  the  catastrophic  health  insurance 
program,  the  committee  believes  that  the  program  should  be  in  actu- 
arial balance.  In  order  to  accomplish  this  result,  the  committee  has 
developed  a  contribution  schedule  that  will  meet  this  requirement, 
according  to  the  underlying  cost  estimates. 

Kesults  of  Cost  Estimates 

level- cost  of  catastrophic  health  insurance  benefits 

The  level-cost  of  the  catastrophic  health  insurance  benefits  (includ- 
ing administrative  expenses)  that  was  adopted  by  the  committee  is 
estimated  to  be  0.80  percent  of  taxable  payroll.  Under  the  assumption 
that  the  maximum  taxable  earnings  base  will  be  $9,000  in  1971  and 
increased  in  the  future  as  in  the  past.  The  valuation  period  used  in 
determining  the  level-cost  is  a  25-year  period  (1972-96),  as  explained 
previously. 

The  level  equivalent  of  the  contribution  schedule  in  the  bill  over 
the  same  25-year  period,  is  0.76  percent.  Accordingly,  these  estimates 
indicate  that  the  catastrophic  health  insurance  program  has  an  ac- 
tuarial balance  of  —.04  percent  of  taxable  payroll. 

ASSUMPTIONS  USED  IN  THE  COST  ESTIMATE 

The  benefit  coverages  provided  by  the  catastrophic  health  insurance 
program  are  the  same  benefits  as  those  currently  provided  under  parts 
A  and  B  of  medicare  except  that  there  will  be  no  limitations  on  hos- 
pital days,  extended  care  facility  days,  or  home  health  visits.  How- 
ever, the  limitations  on  the  psychiatric  coverage  remains  unchanged 
(limited  to  190  days  of  hospitalization  in  psychiatric  hospitals  during 
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a  lifetime,  also  limited  to  $312.50  of  psychiatric  medical  expenses  per 
calendar  year).  The  program  would  not  cover  the  first  60  days  of  hos- 
pital care  in  a  calendar  year  (with  a  provision  which  allows  the  carry- 
over of  hospital  days  from  the  last  quarter  of  the  previous  year ) .  Other 
medical  expenses  are  subject  to  a  $2,000  deductible  in  each  calendar 
year,  which  is  kept  on  a  dynamic  basis.  The  program  adopted  by  the 
committee  would  pay  80  percent  of  the  reasonable  cost  of  covered 
services  above  the  deductibles. 

There  is  only  a  relatively  small  amount  of  data  available  in  regard 
to  the  insurance  experience  with  respect  to  a  catastrophic  insurance 
plan  as  adopted  by  the  committee.  The  data  used  in  determining  the 
actuarial  cost  estimate  include  information  obtained  from  the  national 
health  survey,  private  health  insurance  experiences,  and  data  from 
the  national  health  expenditures  series.  The  experience  under  the 
supplementary  medical  insurance  program  was  also  used. 

Past  increases  in  hospital  costs 

Table  1  presents  a  summary  comparison  of  increases  in  hospital  costs 
and  the  corresponding  increases  in  wages  that  have  occurred  since 
1955. 

TABLE  1.— COMPARISON  OF  ANNUAL  INCREASE  IN  HOSPITAL  COSTS  AND  IN  WAGES 
(In  percent] 


Increase  over  previous  year 


Average  wages       Average  daily 
in  covered  hospitalization 

Year  employment1  costs  2 


1956       5.7  4.5 

1957      5.5  7.7 

1958       3.3  8.6 

1959   3. 3  6. 8 

1960    4.3  6.8 

1961..    3.1  8.5 

1962       4.2  5.3 

1963...       2.4  5.6 

1964       3.1  6.9 

1965..    1.6  7.0 

Average  for  1956-65       3. 6  6. 8 

1966      4.4  8.3 

1967....    6.3  12.3 

1968         7.0  13.5 

1969       6.0  H4.0 

Average  for  1960-69      4.2  8.8 


»  Data  are  for  calendar  years  (based  on  experience  in  1st  quarter  of  year). 

2  Data  are  for  fiscal  years  ending  in  September  of  year  shown.  Data  are  from  American  Hospital  Association,  and  "hos- 
pitalization costs"  represents  total  hospital  expense  per  patient  day. 

3  Preliminary  estimate  made  by  Scoial  Security  Administration. 

The  annual  increase  of  earnings  are  based  on  the  covered  employ- 
ment under  the  old-age,  survivors,  and  disability  insurance  system  as 
indicated  by  the  first  quarter  taxable  wages,  which  by  and  large  are 
not  affected  by  the  maximum  taxable  earnings  base.  The  increases  in 
hospitalization  costs  are  mostly  based  on  a  series  of  average  daily  costs 
published  by  the  American  Hospital  Association.  However,  the  series 
published  by  the  AHA  is  only  related  to  the  short-term  hospitals. 

The  annual  increase  in  hospital  costs  have  fluctuated  around  an 
average  rate  of  6.8  percent  between  1956  to  1965,  while  the  annual  rate 
of  increase  in  average  wages  in  covered  employment  was  3.6  percent 
during  the  same  period.  On  the  other  hand,  since  1965,  the  annual 
rate  of  increase  in  daily  hospitalization  costs  has  been  rising  more 
rapidly.  The  actuarial  cost  estimate  for  the  catastrophic  health  in- 
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surance  program  used  the  assumptions  as  shown  in  table  2.  For  the 
earlier  years,  it  reflects  the  most  recent  trends,  with  the  series  generally 
decreasing  to  the  long-term  historical  experiences. 

In  the  past,  the  hospital  utilization  rates  have  been  increasing.  This 
phenomenon  is  caused  by  numerous  factors  including  the  change  in 
medical  technology,  higher  income  per  capita,  and  greater  insurance 
coverage.  The  long-term  trend  used  in  this  actuarial  cost  estimate 
assumes  that  the  historical  trend  will  continue  in  the  future. 

TABLE  2.— ASSUMPTIONS  AS  TO  FUTURE  INCREASES  IN  INPATIENT  HOSPITAL  COST  ELEMENTS 

[In  percent] 


Inpatient  hospital 


Average  Utilization 
daily  cost  rate 


Calendar  year: 

1973    14.0  2.0 

1974      14.0  2.0 

1975       13.0  2.0 

1976      11.0  2.0 

1977...      9.5  1.5 

1978   8.5  1.5 

1979   -     8.5  1.5 

1980        7.0  1.0 

1981  and  after      6.0  1.0 


Physician  services 

Table  3  summarizes  the  past  trend  of  physician  ch&rges-as  reported 
by  the  Consumer  Price  Index.  The  annual  increase  in  physicians'  fees, 
as  measured  by  the  Consumer  Price  Index,  have  fluctuated  around  the 
average  rate  of  3.1  percent  between  1956  to  1965,  while  the  average 
annual  rate  of  increase  in  average  wages  in  covered  employment  was 
3.6  percent  during  the  same  period.  On  the  other  hand,  since  1965,  the 
annual  rate  of  increase  in  physicians'  fees  have  been  rising  more 
rapidly. 

The  assumptions  used  for  future  years  appear  in  table  4.  As  in  the 
past,  it  is  assumed  that  the  largest  annual  fee  increases  have  already 
occurred.  For  the  early  years,  the  recent  increasing  trend  in  the  physi- 
cian charges  is  used.  The  series  gradually  decreases  thereafter  to  the 
long-term  historical  trend. 

TABLE  3.— AVERAGE  ANNUAL  INCREASE  IN  PHYSICIANS'  FEES  AND  IN  WAGES 
[In  percent] 

Physicians'       Average  wages  in 

Calendar  year  fees*  covered  employment2 

1956     3.0  5.7 

1957     4.3  5.5 

1958   3.4  3.3 

1959   3.4  3.3 

1960   2. 5  4. 3 

1961     2.5  3.1 

1962   2.9  4.2 

1963   2.2  2.4 

1964   2. 5  3. 1 

1965     3.4  1.6 

Average,  1956-65   3.1  3.6 

1966       5.8  4.4 

1967        7.1  6.3 

1968    5.6  7.0 

1969     7.0  6.0 

Average,  1960-69      4.7  4.2 


1  As  measured  by  the  Consumer  Price  Index  of  physician  fees. 

2  Data  are  for  calendar  years  (based  on  experience  in  1st  quarter  of  year). 
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There  is  a  long-term  trend  in  the  United  States  in  the  increasing 
use  of  physician  services  per  capita.  This  amounts  to  an  annual  rate 
of  1  to  2  percent  increase.  This  phenomenon  is  taken  into  account  in 
the  cost  estimate. 


TABLE  4.— ASSUMPTIONS  AS  TO  COST  ELEMENTS  OF  PHYSICIANS'  SERVICES 
[In  percent] 


Calendar  year 

Increase  over  previous  year 

Physician  Utilization 
fees  rate 

1972    

  6.0 

2.5 

1973  

  5. 5 

2.2 

1974  

  5. 0 

2.2 

1975  

  4. 5 

2.0 

1976  and  after  

  4. 0 

2.0 

NUMBER  OF  PERSONS  PROTECTED  ON 

JANUARY  1,  19  72 

All  wage  earners  under  age  65  who  are  fully  or  currently  insured 
under  the  social  security  program,  their  spouse  and  minor  children 
and  persons  under  age  65  receiving  disability  benefits  will  be  eligible 
for  the  catastrophic  health  insurance  protection.  This  constitutes  about 
95  percent  of  all  persons  under  age  65.  It  is  estimated  that  in  1972 
approximately  180  million  people  in  the  United  States  will  be  pro- 
tected by  this  program. 

Persons  age  65  and  over  will  not  be  covered  under  the  catastrophic 
health  insurance  program  because  these  persons  are  protected  under 
the  medicare  program.  The  largest  noncovered  group  under  age  65  will 
be  those  Federal  employees  who  are  not  fully  or  currently  insured 
under  social  security.  However,  these  employees  are  eligible  for  both 
basic  and  catastrophic  health  insurance  protection  under  the  Federal 
Employee  Health  Benefit  Act. 

There  are  a  small  number  of  other  citizens  who  are  still  not  covered 
by  social  security.  The  majority  of  these  are  domestic  or  agricultural 
workers  who  have  not  met  the  necessary  coverage  requirements. 

ADMINISTRATIVE  EXPENSES 

The  administrative  expenses  in  connection  with  the  catastrophic 
health  insurance  program,  including  those  of  fiscal  intermediaries, 
are  calculated  on  the  assumption  that  they  will  represent  5  percent 
of  the  benefit  cost.  This  total  amount  is  projected  to  increase  in  the 
future  at  the  same  rate  of  increase  as  general  wages. 

INTEREST  RATE 

An  interest  rate  of  5  percent  is  used  in  determining  the  level  costs  of 
the  benefit  payments  and  administrative  expenses  and  the  level 
equivalent  of  the  contributions.  However,  in  developing  the  progress 
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of  the  trust  fund,  higher  rates  are  used  in  the  first  few  years — namely, 
6  percent  in  1972,  gradually  declining  to  a  level  of  5  percent  by  1982 
and  thereafter. 


ASSUMPTIONS  AS  TO  FUTURE  INCREASES  IN  EARNINGS  IN  COVERED 

EMPLOYMENT 

The  increase  in  average  earnings  in  covered  employment  has  been 
about  6-7  percent  per  year  since  1967.  It  is  assumed  that  the  annual 
rate  of  increase  will  decline  gradually  in  the  future,  to  an  ultimate 
rate  of  4  percent  by  1976. 

Under  the  committee's  bill,  the  maximum  taxable  earnings  base 
is  $9,000  in  1971.  For  estimating  the  actuarial  costs,  it  was  assumed 
the  earnings  base  will  be  increased  in  the  future  as  in  the  past.  With 
this  assumption,  the  taxable  payroll  will  rise  in  close  relationship 
to  the  increase  in  general  earnings.  Table  5  shows  the  assumptions 
used  in  future  increases  in  the  average  total  earnings. 

Table  5. — Projection  of  wage  increases  in  covered  employment 

Average 

Calendar  year:  earnings  {percent) 


1972   5.0 

1973   4.  6 

1974   4.  3 

1975   4. 1 

1976  and  after  4.  0 


FUTURE  OPERATIONS  OF  THE  CATASTROPHIC  HEALTH 
INSURANCE  TRUST  FUND 

Table  6  shows  the  estimated  operation  of  the  catastrophic  health 
insurance  trust  fund  under  the  bill  adopted  by  the  committee.  Accord- 
ing to  this  estimate,  the  balance  in  the  trust  fund  would  grow  steadily 
in  the  intermediate  future,  increasing  from  about  $400  million  at  the 
end  of  1972  to  $2.5  billion  5  years  later.  The  trust  fund  is  estimated 
to  reach  $6.9  billion  in  1995. 

TABLE  6.— ESTIMATED  PROGRESS  OF  THE  CATASTROPHIC  INSURANCE  TRUST  FUND  UNDER  FINANCING  PRO- 
VISIONS OF  COMMITTEE  BILL  UNDER  BASIS  OF  EARNINGS  BASE  BEING  INCREASED  IN  THE  FUTURE,*  INCURRED 
BASIS 


Benefit  Administrative  Fund  at  end 

Contributions       payments        expenses         Interest     Net  income  of  year 


Calendar  year: 


1972   $2,915  $2,380 

1973   3, 137  2, 692 

1974   3,281  3,037 

1975    4,099  3,404 

1976...   4,270  3,790 

1977    4,660  4,180 

1978   4, 854  4, 575 

1979   5, 163  4, 963 

1980   6, 140  5, 371 

1985   8,082  7,576 

1990    10,437  10,626 

1995    14,029  14,904 

1996   14, 562  15, 947 


$120 

$13 

$428 

$428 

126 

35 

354 

782 

132 

49 

161 

943 

137 

71 

629 

1,572 

143 

99 

436 

2,008 

149 

122 

453 

2,461 

155 

139 

263 

2,724 

161 

148 

187 

2,911 

167 

170 

772 

3, 683 

204 

353 

655 

7,557 

248 

455 

18 

9,343 

301 

357 

-819 

6, 900 

314 

302 

-1,397 

5,  503 

t  Maximum  taxable  earnings  base  would  be  $9,000  in  1972,  $9,600  in  1973-74,  $10,200  in  1975-76,  $11,400  in  1977-78, 
increasing  to  $21,000  in  1993-94.  Combined  employer-employee  contribution  schedule  would  be  0.6  percent  for  1972-74, 
0.7  percent  for  1975-79,  0.8  percent  for  1980  and  after. 
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VII.  TRADE  ACT  OF  1970 


A.  BACKGROUND 

The  committee  trade  amendment  accomplishes  many  needed  re- 
forms in  our  tariff  and  trade  laws  which  are  long  overdue.  The  last 
time  the  Congress  had  an  opportunity  to  pass  extensive  trade  legisla- 
tion was  in  1962  in  the  so-called  Trade  Expansion  Act.  That  Act  pro- 
vided authority  for  the  President  to  enter  into  trade  negotiations, 
popularly  known  as  the  "Kennedy  Round." 

Since  July  1,  1967,  the  President  has  been  without  negotiating  au- 
thority. Moreover,  since  the  end  of  the  "Kennedy  Round,"  many  United 
States  industries  and  their  employees  have  been  subject  to  sharply  in- 
creasing import  competition,  which,  in  many  cases,  has  resulted  in 
shutdowns  of  plant  and  equipment  and  loss  of  American  jobs. 

The  Committee  on  Finance  has  been  very  concerned  about  the  im- 
pact of  rapidly  rising  imports  on  the  American  economy.  It  has  ex- 
amined this  question  in  depth  on  a  number  of  occasions  since  1967. 
Shortly  after  the  end  of  the  Kennedy  Round,  in  October  1967,  the  com- 
mittee held  hearings  on  proposed  import  quota  legislation.  At  that 
time,  the  committee  heard  from  manv  witnesses  expressing  various 
points  of  view  on  import  problems.  The  hearing  record  covered  1,218 
pages.  Thereafter  in  February  1968  the  committee  published  a  com- 
pendium of  papers  dealing  with  foreign  trade  issues.  Again,  a  broad 
range  of  views  was  presented  which  dealt  with  very  specific  issues 
in  our  foreign  trade  relations.  The  executive  branch  participated  in 
both  the  1967  hearings  and  the  1968  compendium  of  papers.  Moreover, 
the  committee  initiated  a  study  of  the  effect  of  steel  imports  on  our 
economy,  and  also  examined  unfair  trade  practice  statutes  in  its 
consideration  of  the  International  Antidumping  Code. 

On  two  occasions,  the  Senate  itself  expressed  its  concern  over  out- 
standing import  problems.  On  March  27, 1968,  the  Senate  approved  a 
floor  amendment  to  a  major  tax  bill  by  a  vote  of  55  to  31  which  would 
have  imposed  import  quotas  on  textile  and  apparel  products.  The  mem- 
bers of  the  House  of  Representatives  participating  in  the  conference 
at  that  time  were  unwilling  to  accept  the  Senate  amendment.  On 
December  10, 1969,  the  Senate  again  passed  an  amendment  to  another 
major  tax  bill,  expressing  its  concern  over  foreign  nontariff  barriers 
and  the  need  to  protect  American  industries  and  jobs.  Once  again,  the 
Members  of  the  House  of  Representatives  choose  not  to  accept  the 
Senate  amendment. 

In  the  meantime,  the  Committee  on  Ways  and  Means  held  extensive 
hearings  on  trade  legislation  in  the  past  two  years.  In  1968,  the  House 
committee  held  a  series  of  hearings  on  the  then  administration's  trade 
bill  which  covered  10  volumes  and  5,099  pages.  This  year,  1970,  that 
committee  again  held  hearings  on  essentially  the  same  proposal  sub- 
mitted by  the  new  administration  which  comprised  16  volumes  and 
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4,691  pages.  Both  hearing  records  have  been  made  available  to  the 
Committee  on  Finance  and  its  staff  for  study. 

Thus,  the  basic  issues  raised  by  the  committee's  trade  amendment 
to  the  Social  Security  Act  are  matters  which  the  committee  has  studied 
since  1967. 

Earlier  this  year,  in  executive  session  the  committee  members  deter- 
mined that  it  would  be  wise  and  useful  to  hold  a  public  hearing  on  the 
trade  matter  with  as  many  administration  and  other  witnesses  as  could 
be  heard  in  the  time  available  to  the  committee.  These  hearings  were 
held  on  October  9  and  12.  While  the  committee  did  not  have  as  long 
a  time  as  it  normally  might  have  wished  for  a  major  piece  of  legisla- 
tion, it  did  get  a  fuller  understanding  of  what  was  in  the  House- 
proposed  bill  and  how  the  administration  felt  about  it,  as  a  result  of 
these  hearings.  In  addition,  it  heard  from  some  major  groups  and  orga- 
nizations which  were  opposed  to  the  legislation  as  well  as  from  some 
who  favored  it.  Subsequent  to  the  hearings  the  committee  approved, 
in  executive  session,  the  basic  provisions  of  the  House-passed  trade  bill, 
as  an  amendment  to  the  Social  Security  bill  (H.R.  17550). 

B.  REASONS  FOR  THE  AMENDMENT 

There  have  been  significant  structural  changes  in  the  world  economy 
since  the  end  of  World  War  II.  The  preponderance  of  the  economic 
strength  of  the  United  States  in  the  early  post- World  War  II  period 
permitted  this  country  to  give  freely  of  its  economic  resources  to  assist 
other  countries  in  the  free  world  in  rebuilding  and  developing  their 
war-torn  economies.  An  important  part  of  the  foreign  economic  policy 
of  the  United  States  in  that  period  was  the  leadership  it  was  able  to 
exert  toward  a  liberalized  and  expanded  system  of  world  commerce. 

In  the  mid-50's,  as  some  of  the  countries  in  Europe  were  considering 
moving  toward  economic  integration,  the  United  States  took  further 
measures  to  liberalize  trade  in  order  that  Japan  might  become  a  full 
partner  among  the  trading  nations  of  the  world.  In  the  late  50's  and 
early  60's,  as  some  of  the  countries  in  Europe  took  major  steps  toward 
economic  integration,  Congress  recognized  the  need  to  keep  countries 
looking  outward  in  their  trade  relations  by  approving  the  Trade  Ex- 
pansion Act  of  1962. 

While  successful  in  terms  of  completing  agreement  on  significant 
reductions  in  tariffs  among  many  of  the  industrialized  countries,  the 
Kennedy  Round  of  trade  negotiations  had  little  success  in  dealing 
with  the  problems  of  barriers  to  trade  other  than  tariffs.  The  remaining 
task  of  economic  integration  in  Europe  and  the  development  of  re- 
gional trade  blocks  in  other  areas  of  the  world  blunted  the  thrust  of  the 
Kennedy  Round  toward  further  progress  in  trade  liberalization. 

During  the  1960's,  there  has  been  a  tremendous  growth  in  produc- 
tive capacity  abroad.  What  has  come  to  be  recognized  as  an  economic 
miracle  in  japan  has  made  that  country  the  third  largest  industrial 
nation  in  the  world.  Not  far  behind  in  economic  growth  has  been  the 
development  in  Europe  and  in  particular  West  Germany.  Indeed, 
many  of  the  development  goals  toward  which  the  United  States 
strived  in  the  early  post-World  War  II  period  are  being  realized. 
While  the  economies  of  the  developing  countries  have  not  kept  pace 
with  the  progress  of  the  industrialized  nations,  many  of  these  countries, 
particularly  in  the  Far  East,  have  developed  new  and  modern  in- 
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dustries.  These  industries,  usually  involving  mass  production  tech- 
niques imposed  on  a  low-wage  base,  in  some  instances  an  extremely 
low-wage  base,  have  enabled  some  of  the  developing  countries  to 
assume  a  formidable  competitive  position  in  world  markets. 

At  the  same  time  as  productive  and  therefore  export  capacities 
abroad  have  been  expanding,  the  United  States  has  continued  to 
experience  deficits  in  its  balance  of  payments.  In  more  recent  years, 
due  to  a  variety  of  factors,  the  balance  of  trade  of  the  United  States 
has  also  moved  to  a  far  less  favorable  position.  One  of  the  develop- 
ments that  has  affected  the  efforts  to  improve  the  balance-of -payments 
position,  and  has  worked  to  erode  the  traditional  export  surplus  of  the 
United  States  has  been  the  pervasive  influence  of  domestic  inflation 
experienced  by  the  United  States,  particularly  since  the  mid-1960's. 

A  major  factor  in  the  trends  in  U.S.  exports  and  imports  over  the 
past  5  years  has  been  the  long-term  upward  trend  in  prices,  both  at 
the  wholesale  and  at  the  retail  level.  Between  1960  and  1969,  the 
U.S.  export  prices  in  terms  of  unit  values  of  manufactured  exports 
increased  by  18  percent,  a  rate  of  increase  greater  than  that  experi- 
enced by  any  other  major  industrialized  country.  In  comparison, 
the  unit  value  of  manufactured  exports  from  Japan  experienced  an 
overall  decline  during  the  decade. 

Inflation  in  the  United  States  has  not  only  affected  the  competitive 
position  of  U.S.  exporters;  it  has  increased  significantly  the  competi- 
tive impact  of  imports  on  domestic  producers.  Other  countries  facing 
similar  problems  have  either  devalued  their  currencies  (thus  making 
their  goods  more  competitive  in  world  markets)  or  imposed  import 
restrictions,  or  a  combination  of  both.  The  United  States  has  neither 
devalued  its  currency  nor  imposed  import  restrictions  to  improve  its 
competitive  position  or  balance  of  payments.  The  combination  of  in- 
creased productive  capacity  abroad  and  inflation  in  the  United  States 
has  resulted  in  greatly  increased  imports.  The  rate  of  increase  in  im- 
ports in  some  product  areas,  if  allowed  to  continue,  would  call  for 
economic  adjustments  in  the  domestic  economy  which  would  be  as 
undesirable  as  they  are  unacceptable. 

The  committee  believes  that  the  U.S.  economy,  and  the  world 
economy  in  general,  have  been  well  served  by  the  leadership  exerted 
by  the  United  States  in  expanding  world  trade.  The  preponderance 
of  the  economic  strength  of  the  United  States  afforded  this  country 
the  opportunity  to  exert  such  leadership  in  the  anticipation  that 
other  countries  would  follow.  However,  the  hope  that  other  coun- 
tries would  move  toward  allowing  greater  access  to  their  own  markets 
has  not  been  realized.  Certain  major  trading  countries  continue  to 
maintain  unjustifiable  and  unreasonable  restriction  on  imports  and 
investment  even  though  they  are  enjoying  strong  domestic  economies 
and  balance  of  payment  surpluses.  To  date,  there  has  been  precious 
little  evidence  that  would  indicate  that  these  foreign  countries  are 
willing  to  share  the  burdens  of  improving  the  international  adjustment 
process  by  removing  or  ameliorating  their  barriers  against  U.S. 
imports. 

The  stake  that  this  country  has  in  expanded  world  trade  is,  of  course, 
still  important.  But,  the  time  has  come  for  other  countries  to  realize 
that  the  United  States  alone  can  not  accept  all  of  the  surplus  produc- 
tion stemming  from  increased  productivity  abroad.  Other  industrial- 
ized countries  must  move  much  more  rapidly  to  open  their  markets, 
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not  only  to  competitive  products  of  other  industrialized  countries,  but 
also  to  the  exports  of  developing  countries. 

The  United  States  remains  the  largest  and  most  accessible  market  in 
the  world.  Despite  the  claims  of  our  trade  partners,  U.S.  duties, 
subject  to  continued  reductions  under  the  trade  agreements  program, 
are  at  the  lowest  average  level  of  any  major  industrialized  country. 
Aside  from  the  agricultural  area,  in  which  some  restrictions  are 
necessary  as  a  corollary  of  domestic  agricultural  policy,  the  U.S. 
quantitative  restrictions  on  imports  are  few.  In  some  cases,  such  as 
coffee  and  sugar,  the  quantitative  restrictions  for  the  most  part  serve 
the  interests  of  developing  countries  in  contributing  to  the  stability 
of  their  export  earnings. 

This  is  in  contrast  to  many  other  countries  which  have  moved  much 
more  slowly  in  opening  their  markets.  Situations  have  already  arisen 
which  make  necessary  extraordinary  measures  by  the  United  States 
to  protect  its  own  producers  when  foreign  markets  are  closed.  The 
Meat  Import  Act  of  1964  was  made  necessary  primarily  because  other 
markets  in  Europe  suddenly  closed  to  the  major  beef  producers  in 
the  South  West  Pacific  and  caused  trade  diversion  to  the  United 
States.  Restraints  maintained  by  virtually  all  the  European  countries 
on  imports  of  textiles  and  apparel  from  countries  in  the  Far  East 
have  added  to  the  great  increase  in  competitive  pressures  which 
have  been  borne  by  the  U.S.  textile  industry  since  the  late  1950's. 
Over  50  percent  of  Japan's  apparel  exports  are  destined  for  the 
United  States,  compared  with  only  5  percent  to  Europe.  The  Secretary 
of  Commerce  presented  the  committee  with  a  voluminous  list  of  such 
restrictions,  which  are  published  in  the  hearings  record.  It  is  unfortu- 
nate that  since  the  Trade  Expansion  Act  of  1962,  foreign  nontariff 
barriers  have  grown,  not  diminished,  particularly  in  the  agricultural 
field,  and  in  border  tax  adjustments.  Moreover,  soon  after  the  Kennedy 
Round  was  completed  many  foreign  countries  devalued  their  curren- 
cies or  took  other  measures  which  in  effect,  vitiated  all  or  part  of 
their  tariff  concessions  granted  during  the  Kennedy  Round. 

Trade  policy  requires  continuing  adjustments  as  economic  conditions 
change.  However,  as  expanding  world  trade  calls  for  economic  adjust- 
ments in  a  nation's  economy,  dynamic  developments  in  the  world 
economy  sometimes  necessitate  temporary  measures  to  avoid  un- 
economic and  unwarranted  adjustments.  Also,  the  nontariff  import 
barriers  and  export  subsidies  of  other  nations  have  added  to  the  com- 
petitive difficulties  of  U.S.  firms. 

Since  the  end  of  the  Kennedy  Round,  it  has  become  obvious  that 
the  remedial  provisions  in  domestic  trade  law  have  not  afforded 
domestic  producers  adequate  opportunity  to  adjust  to  competitive 
forces,  particularly  during  an  inflationary  period.  For  these  reasons, 
the  committee  has  provided  measures  that  will  afford  domestic  pro- 
ducers the  time  and  opportunity  to  adjust  to  new  competitive  situa- 
tions. The  committee's  amendment  also  strengthens  the  unfair  trade 
practice  statutes  to  enable  domestic  industries,  firms,  and  workers  to 
obtain  prompt  relief  against  unwarranted  and  unjustifiable  foreign 
trade  practices. 

The  changes  made  in  the  tariff  adjustment  and  adjustment  as- 
sistance provisions  recognize  the  adjustment  process  which  must 
be  followed  if  the  United  States  is  to  continue  an  overall  policy  of 
liberal  trade.  Insofar  as  textiles  and  footwear  are  concerned,  the 


committee  believes  that  the  temporary  measures  for  providing  quan- 
titative limitations  on  imports  of  these  articles  are  absolutely  necessary 
and  to  ensure  the  viability  of  these  basic  industries,  the  existence  of 
the  companies  in  those  industries,  and  the  livelihood  of  over  2){  million 
workers  those  industries  represent.  The  record  is  replete  with  detailed 
evidence  of  foreign  restrictions  in  the  field  of  textiles  and  footwear 
trade  which  has  served  to  channel  low-cost  imports  into  the  U.S. 
market.  The  European  countries  and  Japan  have  import  quotas  and 
other  restrictions  on  imports  of  textile,  apparel,  and  footwear  products. 

In  the  past  5  years  the  ratio  of  imports  of  footwear  to  domestic  con- 
sumption has  increased  from  13  to  26  percent  and  in  the  first  4  months 
of  1970,  imports  were  accounting  for  one-third  of  the  domestic  con- 
sumption of  footwear.  If  these  trends  were  to  continue,  imports  of 
footwear  would  constitute  close  to  70  percent  of  U.S.  consumption  of 
shoes  by  1975.  Stated  in  different  terms,  in  the  past  5  years  imports 
of  footwear  more  than  doubled  from  96  million  pairs  in  1965  to  202 
million  pairs  in  1969.  Imports  thus  far  in  1970  were  running  at  an 
annual  rate  of  282  million,  three  times  the  volume  of  imports  in  1965. 

Domestic  production  of  footwear  declined  from  642  million  pairs 
in  1968  to  581  million  pairs  in  1969.  The  annual  rate  of  production 
thus  far  in  1970  is  about  the  same  as  for  1969. 

The  rapidity  of  and  the  magnitude  of  increases  in  imports  of  foot- 
wear in  recent  years  cannot  be  sustained  if  this  country  is  to  have  a 
viable  footwear  industry.  Unless  and  until  firm  measures  are  taken  to 
arrest  the  sharp  decline  in  the  share  of  the  Aomestic  market  available  to 
domestic  producers,  there  will  continue  to  be  a  contraction  in  domestic 
production. 

Job  losses  have  been  experienced  in  this  industry  for  a  number  of 
years.  The  workers  in  the  industry,  and  the  communities  throughout 
the  Nation,  who  are  dependent  upon  the  shoe  industry  for  their  eco- 
nomic support,  can  ill-afford  to  suffer  further  economic  dislocation, 
and  what  is  worse  the  threat  of  ever  greater  loss  of  sales  to  imports. 
The  temporary  measures  provided  in  the  bill  to  limit  the  volume  of 
injurious  imports,  either  through  quotas  or  agreements  is  essential. 
Such  import  restraint  will  remove  a  serious  threat  and  permit  time  to 
adjust.  Moreover,  the  various  programs  recently  proposed  by  the 
President  for  firms  producing  footwear  and  their  employees  can  help 
to  revitalize  the  industry  and  hasten  the  removal  of  the  extraordinary 
relief  provided  in  the  bill. 

The  imports  of  textiles  have  constituted  a  difficult  trade  prob- 
lem for  a  number  of  years.  The  potentials  of  exporting  textiles  and 
apparel  to  the  United  States  and  the  relative  accessibility  of  this 
market  resulted  in  the  international  arrangement  for  trade  in  cotton 
textiles  in  the  early  1960's.  As  productive  capacity  developed  abroad, 
exports  shifted  from  cotton  textiles,  to  exports  of  manmade  fiber 
textiles.  Between  1965  and  1969,  U.S.  imports  of  textiles  of  manmade 
fiber  increased  from  79  million  pounds  to  257  million  pounds,  over  a 
threefold  increase.  U.S.  imports  of  wearing  apparel  of  manmade  fiber 
increased  from  31  million  pounds  (raw-fiber  equivalent)  in  1965  to 
144  million  pounds  (raw-fiber  equivalent)  in  1969.  The  rate  of  increase 
in  many  product  lines  has  been  much  more  rapid. 

For  example,  imports  of  sweaters  of  manmade  fibers  in  1965  were 
501,000  dozen.  By  1969  imports  of  such  sweaters  had  increased  to 
6,974,000  dozen. 
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Such  increases  in  imports,  year  after  year,  particularly  in  certain 
products  where  imports  are  gaining  a  greater  and  greater  share  of  the 
domestic  market  have  had  a  serious  impact  on  textile  and  apparel  firms. 
The  ability  of  foreign  producers  to  shift  product  lines  and  to  produce 
at  short  notice,  large  volumes  of  stylized  merchandise  at  extremely  low 
delivered  cost,  is  beginning  to  result  in  an  increase  in  plant  closings. 
Thus,  as  a  result,  employment  in  both  textile  mills  and  apparel 
factories  declined  by  69,000  in  the  first  6  months  of  1970,  the  first 
such  decline  in  a  number  of  yeais. 

Given  the  great  growth  in  plant  capacity  abroad,  and  taking  into 
account  plans  for  even  greater  production  levels  in  a  number  of  foreign 
countries  the  threat  to  the  textile  and  apparel  industry  is  extremely 
serious. 

The  lack  of  success  in  gaining  the  cooperation  of  textile  exporting 
nations  to  restrain  their  exports  to  the  United  States  of  textiles  of  wool 
and  of  manmade  fiber  at  reasonable  levels  is  a  cause  of  great  concern  to 
the  committee.  The  problem  of  world  trade  in  textiles  is  recognized  by 
all  concerned.  Unfortunately,  the  ease  of  access  to  the  U.S.  markets, 
compared  with  the  restraints  on  exports  of  textiles  to  other  developed 
countries  have  placed  the  burden  of  action  on  the  United  States.  For 
example,  the  United  States  imports  over  50  percent  of  Japanese 
apparel  exports;  the  European  Community  imports  only  5  percent. 

The  importance  of  the  textile  and  apparel  industry  and  its  over  2 
million  workers  to  the  economy  of  this  country  is  too  great  to  permit 
further  stalemate  or  further  erosion  of  the  industry's  base.  In  this 
connection,  it  should  be  noted  that  the  industry  is  playing  a  vital 
social  role  as  a  growing  employer  of  Negroes,  with  over  14  percent 
of  the  total  textile  work  force  being  Negro,  a  higher  percentage  than 
for  manufacturing  industry  as  a  whole.  A  considerable  number  of 
other  employees  in  the  textile  and  apparel  industries,  particularly  in 
large  urban  cities  are  from  other  minority  groups.  The  threat  of  import 
increases  in  some  product  lines  spreading  to  all  product  lines  makes 
industrywide  action  essential  if  these  jobs  are  to  be  saved.  Here,  too, 
it  is  hoped  that  the  measures  provided  in  the  bill  will  prove  to  be 
needed  only  temporarily. 

There  has  been  a  tendency  in  the  past  to  administer  the  Anti- 
dumping Act  or  countervailing  duty  provision  as  another  facet  of  the 
trade  agreements  program  under  which  proposed  actions  by  the 
United  States  are  negotiable.  These  provisions  of  law  need  to  be 
enforced  if  domestic  producers  are  to  be  assured  that  they  may 
compete  with  imports  on  the  same  basis  and  subject  to  the  same 
requirements  which  domestic  producers  must  meet  under  provisions 
of  law  covering  business  operations  in  this  country.  To  this  end,  the 
committee  believes  that  many  of  the  changes  made  both  in  the 
trade  agreement  provisions  and  other  domestic  laws  are  necessary  to 
restore  confidence  on  the  part  of  the  U.S.  business,  that  it  can  expect 
effective  action  by  the  U.S.  government  in  order  to  protect  its  interests 
and  the  interests  of  the  country  as  a  whole  in  carrying  out  the  laws  as 
intended  by  the  Congress. 

The  committee  is  concerned  with  developments  that  erode  the 
productive  base  of  our  economy.  There  are  a  number  of  reasons  why 
American  firms  have  established  plants  abroad  among  them  being  the 
lower  wage  costs  associated  with  foreign  production.  It  is  necessary  to 
face  up  frankly  to  the  fact  that  unit  wage-cost  differentials  can  and  do 
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bear  more  heavily  on  U.S.  producers  and  their  workers  than  ever 
before  due  to  the  economic  development  abroad  in  particular  in- 
dustries. With  international  mob  lity  of  capital,  management  skills, 
and  technological  know  how,  large  U.S.  industries  can  move  abroad 
to  establish  plants,  but  U.S.  labor  often  cannot,  and  therefore  must 
bear  the  brunt  of  dislocation.  As  indicated  above,  the  United  States 
cannot  accept  increases  in  imports  that  result  in  economic  adjustments, 
the  costs  of  which  are  greater  than  the  benefits  derived  from  increased 
trade. 

U.S.  Balance  of  Trade  and  Balance  of  Payments 

In  the  10-year  period  1960  through  1969,  our  balance  of  payments 
has  been  in  deficit  in  all  but  1  year  on  a  liquidity  basis  and  in  seven 
out  of  the  10  years  on  an  official  settlements  basis.1 

The  cumulative  deficits  on  a  liquidity  basis  of  measurement  over 
th:s  period  have  totaled  $27.2  billion.  The  deficits  generally  decreased 
somewhat  in  the  period  1960  through  1966.  For  example,  as  is  shown 
in  table  1  over  these  years  on  a  liquidity  basis,  the  deficit  shrank 
from  $3.9  billion  to  $1.4  billion,  while  on  an  official  settlements  basis, 
a  $3.4  billion  deficit  was  converted  to  a  $266  million  surplus.  Since 
1966,  however,  the  balance  of  payments  on  a  liquidity  basis  has 
deteriorated  markedly,  and  in  1969,  the  deficit  on  this  basis  exceeded 
$7.2  billion.  For  the  first  half  of  1970,  the  seasonally  adjusted  deficit 
in  the  balance  of  payments,  including  receipts  of  special  drawing 
rights,  was  running  at  an  annual  rate  of  $5.6  billion  on  a  liquidity  basis 
and  $9.2  billion  on  an  official  settlements  basis. 

Our  balance-of-payments  position  would  have  deteriorated  much 
more  rapidly  in  the  past  few  years  than  it  did  were  it*  hot  for  the 
fact  that  high  domestic  interest  rates  and  a  shortage  of  investment 
funds  in  the  United  States  attracted  a  high  inflow  of  short-term  money 
from  abroad.  Unfortunately,  these  "tight  money"  policies  have  also 
contributed  to  the  economic  slowdown  and  increased  unemployment. 
Foreign  capital  inflow  in  1960,  for  example,  amounted  to  $419  million. 
By  1966,  these  inflows  had  grown  to  almost  $3  billion  and  by  1967 
to  $3.4  billion.  In  1968  they  reached  the  unprecedented  level  of  $9 
billion.  By  1969,  they  still  amounted  to  $4.1  billion.  This  influx  of 
foreign  funds,  however,  cannot  be  expected  to  continue  indefinitely. 
In  fact,  in  1970,  there  has  already  been  some  reversal  of  this  pattern 
and  withdrawal  of  capital  funds  from  this  country.  This  has  contrib- 
uted to  the  sizable  deficit  in  our  external  accounts  in  the  early  months 
of  this  year.  This  country  needs  a  real  surplus  on  current  account — 
mainly  trade — of  between  $5  and  $8  billion  if  it  is  to  offset  its  capital 
expenditures  for  foreign  aid,  military  expenditures  abroad  and  foreign 
investment. 

The  United  States  officially  published  foreign  trade  statistics  con- 
sistently overstate  this  country's  real  competitive  position.  Tradi- 
tionally, our  exports  have  been  tabulated  to  include  U.S.  Government 
concessional  sales  and  outright  grants  to  foreign  countries  under  AID 
and  P.L.  480  programs.  This  practice  overstates  our  export  income 
since  for  the  great  majority  of  these  exports  the  United  States  does 
not  earn  any  hard  currencies.  The  committee  feels  strongly  that 


1  The  liquidity  balance  reflects  changes  in  U.S.  reserves  and  in  all  foreign  holdings  (both  official  and  non- 
official)  of  liquid  dollar  liabilities  which  mature  in  1  year  or  less.  The  official  settlements  basis  reflects  changes 
in  U.S.  reserves  and  in  foreign  official  holdings  of  both  liquid  and  nonliquid  dollar  liabilities. 
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concessional  exports  should  be  excluded  from  regular  government 
publications  on  exports  and  shown  in  our  balance  of  payments  ac- 
counts as  part  of  government  foreign  assistance  programs.  Similarly, 
our  imports  are  understated  since  they  are  generally  valued  f.o.b.  at 
the  foreign  dock.  The  practice  recommended  by  the  United  Nations 
and  the  International  Monetary  Fund  and  adopted  by  virtually  all 
of  our  major  trading  partners  and  by  over  100  countries  is  to  tabulate 
import  statistics  on  a  c.i.f.  basis;  that  is,  to  include  the  costs  of  insur- 
ance and  freight.  For  comparability  if  nothing  else  this  fact  would 
suggest  that  the  United  States  should  tabulate  its  import  statistics 
to  include  the  cost  of  insurance  and  freight.  But  the  committee  feels 
that  in  addition  to  the  comparability  factor  the  importer  must  pay 
the  cost  of  insurance  and  freight  and  those  costs  are  often  just  as 
important  to  a  domestic  manufacturer  who  must  compete  with  the 
foreign  import  as  any  other  factor  with  the  exception  of  wage  rate 
differentials. 

If  our  balance  of  trade  figures  were  tabulated  in  this  fashion,  then 
instead  of  having  a  $15.5  billion  cumulative  surplus  for  the  years 
1965-1969,  the  United  States  would  have  had  a  $10.6  billion  cumula- 
tive deficit.  (See  table  3.) 

In  short,  the  committee  is  convinced  that  the  U.S.  trade  position  is 
not  as  favorable  as  officially  published  figures  now  indicate. 

Examination  of  the  decline  in  the  merchandise  surplus  discloses  that 
while  exports  have  increased  moderately  over  the  period  1961-69, 
they  have  not  nearly  kept  pace  with  the  rapid  growth  in  imports. 
This  can  be  seen  from  table  2  which  shows  the  percentage  change  in 
merchandise  exports,  imports,  and  balance  in  the  period  1961-69.  The 
most  striking  point  shown  in  the  table  is  the  rapid  increase  in  imports 
beginning  in  1965.  In  that  year  they  increased  15  percent  over  the 
prior  year  and  in  1968,  they  increased  23  percent  over  the  prior  year, 
which  resulted  in  a  decline  of  nearly  84  percent  in  the  balance.  In  1969, 
the  rate  of  increase  in  imports  slowed  down  appreciably  but  still  kept 
pace  with  the  increase  in  exports  occurring  in  that  year. 

In  1970,  based  upon  experience  in  the  first  half,  imports  are  increas- 
ing at  a  rate  of  somewhat  over  9  percent  while  exports  are  increasing 
by  over  14  percent.  This,  however,  in  no  small  part  is  due  to  the 
fact  that  the  export  level  in  1969  was  below  what  otherwise  might 
have  been  expected  because  of  the  dock  strikes  in  that  year.  Moreover, 
as  a  share  of  world  exports,  U.S.  exports  in  the  first  quarter  showed 
a  continuation  of  the  long  term  decline. 

Table  2. — Percentage  change  in  merchandise  exports,  imports,  and  balance,  1961-69  1 


Percentage 

change  in—         1961  1962       1963       1964  1965  1966  1967  1968  1969 


Exports.  2.  3  3.  3  7.  1  14.  5  3.  8  11.  1  4.  4  9.  5  8.  6 
Imports.  —1.5  11.7  4.9  9.6  15.3  18.5  5.3  22.9  8.6 
Balance-    13.9    -18.4    14.9    30.3    -27.5    -20.7    -1.7    -83.8  10.2 


1  From  table  1.  Percentage  change  from  previous  year. 
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Table  8.— U.S.  trade  balance,  1960-69 


[In  billions  of  dollars] 


AID  and 

Total 

Public  Law 

exports  less 

480, 

ATD  and 

Govern- 

Public Law 

Total 

Total 

ment- 

480, 

Total 

Merchandise 

exports, 

imports, 

Trade 

financed 

financed 

imports, 

trade 

f.o.b. 

f.o.b. 

balance 

exports 

exports 

c.i.f.i 

balance 

(A) 

(B) 

(C=A-B) 

(D) 

(E=A— D) 

(F) 

(G  =  E— F) 

1969   37.  3 

1968   34.  1 

1967   31.  0 

1966   29.  5 

1965   26.  8 

1964   25.  8 

1963   22.  5 

1962   21.  0 

1961   20.  2 

1960   19.  6 


36.1  +1.2 
33.  2  +.9 

26.  9  +4.  1 

25.6  +3.9 

21.4  +5.4 

18.  7  +7.  1 

17.  2  +5.  3 

16.  5  +4.  5 

14.8  +5.4 

15.  1  +4.  5 


2  2.  0       2  35.  3 

2.  2  31.  8 

2.  5  28.  5 

2.  5  27.  0 

2.  5  24.  3 

2.  7  23.  1 

2.  6  19.  9 

2.  3  18.  7 

1.  9  18.  3 

1.  7  17.  9 


39.7  -4.4 

36.  5  -4.  7 

29.  6  - 1.  1 

28.  2  - 1.  2 

23.  5  +.  8 

20.6  +2.5 

18.9  +1.0 

18.  2  +.5 

16.  3  +2.  0 

16.6  +1.3 


1  C.i.f.  imports  are  assumed  to  be  10  percent  higher  in  value  than  f.o.b.  imports  in  accordance  with  Tariff 
Commission  study. 

2  Estimated  by  Department  of  Commerce. 

Source:  U.S.  Department  of  Commerce. 

The  continuing  balance-of -payments  deficit  has  been  of  major 
concern  to  this  committee,  with  regard  to  trade  legislation  and  also 
with  regard  to  other  legislation  with  which  the  committee  must  deal 
and  in  particular,  tax  legislation  which  affects  the  competitive  position 
of  domestic  producers,  both  in  this  market  and  abroad. 

The  committee  is  very  much  aware  that  the  United  States  holds  a 
unique  position  in  the  field  of  international  financial  and  monetary 
policy.  The  responsibility  that  this  country  has  in  the  world  at  large 
makes  it  essential  that  it  have  flexibility  with  regard  to  its  international 
payments  position.  The  dependence  of  other  countries  on  a  healthy 
U.S.  economy  and  balance  of  payments,  should  motivate  them  to 
remove  restrictions  and  end  policies  which  tend  to  perpetuate  their 
balance-of-payments  surpluses. 

Since  the  end  of  World  War  II,  many  countries  have  found  it 
necessary  to  resort  to  quantitative  limitations  on  their  imports,  or 
more  recently  import  surcharges,  as  a  means  of  dealing  with  par- 
ticularly serious  balance-of-payments  difficulties.  With  one  major  ex- 
ception, such  trade  restrictions  imposed  for  balance-of-payments 
reasons  have  been  eliminated  by  the  major  trading  countries.  But 
they  have  substituted  other  restrictive  measures  such  as  variable 
import  fees  and  border  taxes  which  are  often  more  trade  restrictive 
than  import  quotas. 

Despite  its  persistent  balance-of-payments  difficulties,  the  United 
States  has  chosen  not  to  impose  restrictions  on  imports  as  a  means 
of  relieving  pressures  stemming  from  the  deficits  in  the  international 
balance  of  payments.  However,  the  only  provision  in  the  GATT 
dealing  with  balance  of  payments  safeguards  specifically  sanctions 
the  use  of  quotas.  Other  countries  have  used  quotas  and  other  import- 
discouraging  devices.  The  trade  problems  faced  by  the  United  States 
at  this  time  call  for  the  same  degree  of  international  understanding 
and  cooperation  by  other  nations,  as  the  United  States  manifested 
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toward  them  in  the  period  when  they  had  balance  of  payments 
difficulties. 

Among  those  actions  taken  by  the  European  Economic  Community 
which  have  affected  U.S.  trade  interest  is  the  border  tax  system  and 
the  integration  of  the  value  added  tax  system  among  the  member 
countries.  These  adjustments  have  to  some  degree  negated  the  con- 
cessions granted  to  their  countries  in  the  Kennedy  Round.  As  a  result, 
various  proposals  have  been  made  aimed  at  offsetting  or  reducing 
the  impact  of  the  border  tax  system.  There  has  been  no  apparent 
progress  toward  a  solution  of  this  problem.  The  basic  provisions  of  the 
GATT  dealing  with  export  subsidies,  border  taxes  and  balance  of 
payments  must  be  revised  to  allow  for  more  flexible  remedies  for 
countries  suffering  from  serious  balance-of-payments  difficulties. 

Over  the  years,  the  GATT,  which  was  established  in  the  very  early 
postwar  years,  has  dealt  primarily  with  the  effects  of  tariffs  on  trade. 
Moreover,  as  originally  drafted,  the  instrument  was  oriented  toward 
the  conditions  of  trade  as  they  existed  at  that  time.  In  the  ensuing 
two  decades,  the  conditions  of  trade,  relative  tariffs,  the  structure  of 
world  economies  and  industries  changed  markedly  and  rapidly.  Ac- 
cordingly, the  basic  provisions  of  the  GATT  dealing  with  non-tariff 
and  other  factors  affecting  Avorld  trade  (such  as  the  effects  of  sub- 
sidies, border  taxes,  variable  levies,  the  multinational  corporations, 
disparate  labor  conditions,  market  disruption)  should — indeed  must — 
be  reexamined  with  a  view  toward  the  development  of  a  viable  instru- 
mentality to  deal  with  trade  problems  in  the  context  of  the  com- 
plex conditions  of  trade  as  they  exist  today  and  promise  to  confront 
us  in  the  decade  of  the  1970s. 

The  United  States,  which  took  a  strong  initiative  in  the  establish- 
ment of  the  GATT  at  the  end  of  World  War  II,  should  again  pro- 
vide leadership  in  developing  an  international  accord  establishing 
fair  ground  rules  for  governing  trade  problems. 

C.  GENERAL  DESCRIPTION  OF  BILL  (INCLUDING  SPECIFIC 
LEGISLATIVE  INTENT) 

Trade  Agreement  Authority 

basic  authority  to  modify  tariff  and  other  import 
restrictions 

(Sec.  301  of  the  bill) 

The  authority  of  the  President  to  enter  into  trade  agreements  with 
foreign  countries  or  instrumentalities  thereof  would  be  extended  until 
July  1,  1975  for  purposes  of  compensation  only.  The  President's  trade 
agreement  authority  expired  on  July  1,  1967,  and  would  be,  reinstated, 
in  a  limited  way,  on  the  enactment  of  this  amendment. 

The  President  did  not  request  trade  agreement  authority  in  order 
to  enter  into  major  trade  negotiations.  The  Executive  has  not  pre- 
sented any  proposals  to  the  Congress  or  the  committee  with  respect 
to  negotiating  with  foreign  countries  on  trade  barriers  with  foreign 
countries  which  would  require  a  grant  of  authority  by  the  Congress. 
It  was  the  expressed  intent  of  the  President's  Special  Trade  Rep- 
resentative to  use  this  authority  mainly  for  the  payment  of  com- 
pensation in  situations  in  which  the  United  States  increased  a 
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duty  or  imposed  a  new  restriction  on  a  product  which  was  the  subject 
of  a  tariff  concession.  Consequently,  the  committee  limited  the  tariff 
cutting  authority  requested  by  the  President  to  those  situations  in 
which  compensation  is  required  under  international  obligations.  In 
addition,  it  determined  that  the  authority  should  be  granted  until 
July  1,  1975,  in  order  not  to  jeopardize  the  granting  of  tariff  adjust- 
ment relief  to  injured  industries  because  of  the  lack  of  Presidential 
authority  to  reduce  tariffs. 

Under  the  bill  he  is  authorized  to  reduce  by  20  percent  or  by  2 
percentage  points,  the  rates  of  duty  which  will  exist  when  the  final 
stage  of  the  Kennedy  Round  reductions  is  to  be  made  effective  on 
January  1,  1972.  This  authority  is  limited  to  those  cases  in  which  the 
President  is  required  under  the  tariff  adjustment  provisions  or  other- 
wise to  proclaim  increased  import  restrictions  on  an  article  covered 
by  concessions  granted  by  the  United  States  in  trade  agreements. 

The  committee  feels  that  the  Executive  may  not  have  exercised  its 
rights  under  international  agreements  to  demand  and  receive  "com- 
pensation" from  other  countries  that  have  imposed  higher  tariffs  or 
other  import  restrictions  which  are  in  violation  of  trade  agreement 
concessions.  Consequently,  the  committee  feels  that  whenever  a  ques- 
tion of  "compensation"  arises  because  of  an  increase  in  U.S.  duties  or 
other  import  restrictions,  the  Executive  should  study  carefully  its 
rights  with  respect  to  the  affected  countries'  restrictions,  and  the 
degree  to  which  "compensation"  has  been  paid  to  the  United  States 
for  these  restrictions. 

The  committee  did  not  renew  or  extend  any  of  the  other  authori- 
ties to  modify  tariffs  provided  in  section  202,  211,  212,  or  213  of  the 
Trade  Expansion  Act  of  1962. 

STAGING  REQUIREMENTS 

(Sec.  302  of  the  bill) 

This  section  of  the  bill  is  directed  to  the  need  to  implement  in  two 
stages,  tariff  reductions  to  be  made  pursuant  to  trade  agreements. 
The  bill  provides  that  the  tariff  concessions  agreed  to  under  this  new 
authority  shall  be  staged  in  at  least  two  installments  with  one  year 
intervening.  It  also  provides  that  tariff  reductions  agreed  to  under 
the  new  authority  may  be  combined  with  any  remaining  stages  of 
earlier  proclamations  made  pursuant  to  the  Kennedy  Round  of  trade 
negotiations. 

The  committee  agreed  to  this  arrangement  recognizing  that  Ken- 
nedy Round  tariff  reductions  will  not  be  fully  implemented  until 
January  1,  1972.  In  practical  effect,  the  last  stage  of  those  concessions 
is  the  only  one  which  might  be  pending  at  the  time  of  negotiations  and 
implementation  of  new  concessions  which  may  be  under  the  authority 
of  this  bill.  Further,  the  committee  assumes  that  the  President  would 
not  stage  any  new  concession  concurrently  unless  he  had  previously 
determined  that  this  could  be  done  without  detriment  to  the  U.S. 
industry  producing  the  article  or  articles  affected  by  the  tariff  reduc- 
tion. 
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Other  Presidential  Authority 

foreign  import  restrictions  and  discriminatory  acts 

(Sec.  303  of  the  bill) 

The  bill  would  amend  section  252  of  the  Trade  Expansion  Act  of 
1962  and  provide  new  authority  and  direction  to  the  President  to 
act  against  import  restrictions  or  other  acts  of  foreign  countries  which 
unjustifiably  or  unreasonably  burden,  or  discriminate  against  U.S. 
commerce. 

The  bill  would  amend  section  252(a)  by  removing  the  word  "agri- 
cultural" so  that  the  President  is  directed  to  take  such  action  as  he 
deems  necessary  and  appropriate  when  a  foreign  country  unjustifiably 
restricts  "any"  U.S.  product.  Such  action  under  existing  provisions 
of  the  law  might  include  the  imposition  of  duties  or  other  import 
restrictions  on  products  of  the  foreign  country  imported  into  the 
United  States. 

The  committee  also  proposes  to  amend  section  252(b)  of  the  Trade 
Expansion  Act  to  direct  that  the  President  shall  take  certain  actions 
whenever  a  foreign  country  whose  products  benefit  from  U.S.  trade 
agreement  concessions  provides  subsidies  or  other  incentives  to  its 
exported  products  to  other  foreign  markets  so  that  U.S.  sales  of 
competitive  products  to  those  other  markets  are  unfairly  affected 
thereby.  This  amendment  was  recommended  by  the  executive  branch 
and  approved  by  the  committee  as  necessary  to  protect  U.S.  com- 
mercial interests.  The  committee  believes  that  the  executive  branch 
will  use  this  new  authority  to  fully  offset  any  foreign  practices  which 
adversely  affects  U.S.  commerce. 

In  addition,  the  committee  increased  the  authority  of  the  President 
under  section  252(b)  of  the  Trade  Expansion  Act  by  enabling  him  to 
impose  duties  and  other  import  restrictions  whenever  such  a  foreign 
country  is  maintaining  nontariff  restrictions  substantially  burdening 
U.S.  commerce,  engaging  in  discriminatory  acts  which  unjustifiably 
restrict  U.S.  commerce  or  providing  such  subsidies  or  other  incentives 
for  its  exports. 

Section  252(c)  would  be  amended  by  directing  and  authorizing  the 
President  to  take  action  whenever  a  foreign  country  whose  products 
benefit  from  U.S.  trade  agreement  concessions  maintains  unreason- 
able import  restrictions  which  substantially  burden  U.S.  commerce. 
The  President  is  authorized  and  directed  to  impose  duties  or  other 
import  restrictions  on  the  products  of  such  foreign  country  in  such 
instances  as  well  as  suspending  or  withdrawing  trade  agreement 
concessions  or  refraining  from  proclaiming  benefits  to  carry  out  trade 
agreements  with  such  foreign  countries. 

The  committee  determined  that  since  subsections  (a)  and  (b)  of 
section  252  are  both  directed  toward  foreign  import  restrictions  and 
discriminatory  acts  which  are  illegal,  that  the  scope  of  Presidential 
authority  to  act  to  prevent  the  establishment  or  obtain  the  removal 
of  such  foreign  import  restrictions  ought  to  be  the  same  in  both  sub- 
sections. Consequently,  a  new  subparagraph  (C)  to  the  latter  subsec- 
tion provides  powers  equal  to  that  provided  in  existing  (a)(3). 
Similarly  it  was  deemed  desirable  that  subsection  (c)  (1)  be  amended 
to  give  the  President  power  to  impose  duties  or  other  import  res  trie- 
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tions  against  the  unreasonable,  though  legal,  foreign  government 
practices  to  which  that  subsection  is  directed.  Finally,  the  committee 
deemed  it  desirable  that  the  obligatory  word  "shall"  used  in  both  of 
the  two  first  subsections,  with  regard  to  the  President's  action,  should 
also  be  used  in  the  third  subsection  in  place  of  the  existing  "may." 

The  committee  also  provided  a  clear  complaint  procedure  in 
section  252  similar,  in  principle,  to  the  procedures  used  under  some 
other  unfair  trade  practice  statutes,  such  as  antidumping  and  counter- 
vailing duty,  and  to  the  statutory  procedures  under  the  national 
security  provision.  Under  the  committee  amendment  an  interested 
party  could  file  a  complaint  with  the  Secretary  of  Commerce  concern- 
ing a  foreign  import  barrier  or  export  subsidy  which  he  feels  is  unrea- 
sonably and  unjustifiably  restricting  U.S.  exports.  In  accordance  with 
the  criteria  already  spelled  out  in  the  statute,  the  Secretary  would  then 
investigate  to  determine  whether  or  not  a  foreign  barrier  or  export  sub- 
sidy is  unjustifiably  and  unreasonably  restricting  U.S.  commerce.  The 
Secretary  would  have  a  3-month  time  limit  within  which  he  must 
reach  a  finding.  If  he  reaches  an  affirmative  finding,  he  would  inform 
the  President  and  publish  such  finding  (and  the  reasons  therefor)  in 
the  Federal  Register.  The  reasons  for  a  negative  finding  would  also 
be  published  in  the  Federal  Register.  Under  an  affirmative  finding 
the  President  would  have  an  additional  3  months  to  work  out  a  solu- 
tion to  the  problem  through  negotiation  with  the  foreign  government. 
If  the  President  failed  to  obtain  a  satisfactory  negotiated  solution,  then 
he  would  take  the  retaliatory  action  called  for  by  section  252. 

These  amendments  provide  important  new  direction  and  authority 
to  the  President  to  act  to  protect  the  interest  of  United  States  com- 
merce in  the  face  of  unjustifiable  import  restrictions  and  other  un- 
reasonable import  restrictions,  including  discriminatory  acts  which 
substantially  burden  U.S.  commerce  or  unfairly  restrict  or  affect  mar- 
ket access  for  U.S.  products.  The  committee  feels  that  not  only  should 
the  President  respond  to  this  additional  direction  by  the  Congress  to 
protect  U.S.  commercial  interests,  it  is  also  incumbent  on  such  domes- 
tic producing  interests  to  use  the  new  provisions  in  section  252(d)  to 
fully  and  accurately  inform  the  Secretary  when  action  is  taken  or 
contemplated  by  foreign  countries  in  order  that  the  President  and 
those  to  whom  he  has  delegated  this  responsibility  may  act  promptly 
and  effectively. 

It  must  be  recognized  that  over  the  years,  the  United  States  has 
granted  increased  market  access  to  foreign  produced  goods  in  order 
to  gain  greater  access  in  foreign  markets  for  goods  produced  in  the 
United  States.  It  is  incumbent  on  both  the  government  and  United 
States  producing  interests  to  cooperate  in  the  maintenance  of  access 
to  foreign  markets  on  a  fair  and  reasonable  basis  for  goods  produced 
in  the  United  States. 

National  Security  Provision 
(Sec.  304  of  the  bill) 

The  committee  amendment  to  section  232  of  the  Trade  Expansion 
Act  of  1962,  the  "national  security  provision,"  would  provide  that 
any  adjustment  of  imports  under  that  section  shall  not  be  accom- 
plished by  the  imposition  or  increase  of  any  duty,  or  of  any  fee  or 
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charge  having  the  effect  of  a  duty.  The  committee  has  reviewed  the 
legislative  history  of  section  232  of  the  Trade  Expansion  Act  and  its 
predecessor  provisions  in  the  trade  agreements  legislat  on,  and 
concludes  that  the  delegation  of  authority  to  the  President  to  adjust 
imports  should  be  limited  to  the  use  of  quantitative  limitations. 

The  amendment  to  section  232  is  not  intended  in  any  way  to  fore- 
close the  President  from  adjusting  imports  to  such  levels  as  he  deems 
necessary  to  prevent  impairment  to  the  national  security.  Nor  does  it 
affect  the  flexibility  of  the  President  to  modify  import  limitations 
already  imposed  under  section  232  to  meet  increased  demands  for 
raw  materials  or  other  emergency  requirements  which  may  arise 
from  time  to  time.  If,  under  particular  circumstances,  not  foreseen  by 
your  committee,  the  President  believed  that  duties  or  tariffs  would  be 
a  more  appropriate  remedy  in  a  case  he  would  be  free  to  request  such 
authority  from  the  Congress. 

The  bill  would  also  amend  section  232  with  respect  to  the  time 
within  which  the  Director  of  the  Office  of  Emergency  Preparedness  is 
to  make  a  determination  with  respect  to  applications  for  action  under 
the  national  security  provision.  The  committee's  attention  was  called 
to  the  delays  that  often  ensue  in  reaching  determinations  under  this 
section.  It  therefore  has  provided  that  a  determination  on  new  appli- 
cations shall  be  reached  within  one  year  after  the  date  on  which  the 
investigation  is  requested.  Determinations  on  active  pending  cases 
are  to  be  made  within  60  days  of  the  date  of  enactment  of  this  Act. 

The  committee  was  informed  by  the  Director  of  Emergency  Pre- 
paredness that  imposition  of  a  tariff  in  the  case  of  oil  imports  in  lieu 
of  a  quota  would  tend  to  increase  consumer  prices  on  petroleum  and 
petroleum  products.  Moreover,  the  committee  believes  that  there  are 
serious  practical  problems  in  substituting  a  tariff  for  a  quota  in  the 
regulation  of  oil  imports.  The  volatility  of  freight  rates,  the  geographic 
distribution  of  the  world's  oil  reserves,  and  various  pricing  and  taxing 
policies  by  foreign  governments  are  important  factors  which  would 
make  the  substitution  of  tariffs  to  regulate  oil  imports  very  costly  and 
inefficient.  No  tariff  can  be  so  scientifically  set  as  to  reasonably  regulate 
the  level  of  imports  in  accordance  with  the  needs  of  national  security. 
The  committee  felt  that  whenever  a  national  security  matter  is  con- 
cerned, importations  of  the  commodity  involved  should  be  set  at  a  level 
so  as  to  provide  a  reasonable  degree  of  certainty  that  they  will  not 
impair  the  national  security.  This  cannot  be  done  effectively  by  a  tariff 
or  duty  scheme. 

The  committee  also  considered  the  fact  that  four  U.S.  Presidents, 
two  from  each  major  political  party  (Presidents  Eisenhower,  Ken- 
nedy, Johnson,  and  Nixon),  after  careful  study  of  all  the  military, 
security,  and  economic  facts  available  to  them,  have  determined  that 
quantitative  controls  over  oil  imports  were  in  the  national  security 
interest.  The  need  for  establishing  a  reasonably  specific  and  predict- 
able level  of  imports  was  particularly  manifest  to  President  Kennedy 
who  issued  the  Presidential  proclamations  which  established  a  regional 
formula  for  regulating  such  imports. 
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Tariff  Adjustment  and  Adjustment  Assistance 
(Subpart  2  of  Part  A  of  Title  III) 

GENERAL 

Subpart  2  of  part  A  of  title  III  of  the  bill  would  amend  the  provisions 
of  title  III  of  the  Trade  Expansion  Act  of  1962  (TEA)  relating  to  tariff 
adjustment  for  industries,  and  adjustment  assistance  for  firms  and 
workers.  The  primary  purpose  of  the  amendments  is  to  liberalize  the 
criteria  that  must  be  met  before  such  relief  may  be  afforded.  Subpart  2 
would  also  make  certain  other  changes  in  related  provisions  of  sections 
311,  317,  323,  326,  351,  and  352  of  title  III  of  the  TEA. 

Since  the  liberalization  of  criteria  and  the  investigative  procedures 
differ  with  respect  to  industry  relief  as  distinguished  from  firm  or 
worker  relief,  the  two  categories  will  be  discussed  separately. 

TARIFF  ADJUSTMENT  1 

Sections  301,  302,  351,  and  352  of  the  TEA  set  forth  the  current 
authority  and  procedures  for  an  industry  to  obtain  assistance  in  the 
form  of  proclaimed  increases  in  the  duty  or  other  import  restrictions 
applicable  to  articles  on  which  concessions  have  been  granted  in  trade 
agreements.  Provision  is  also  made  therein  (section  302)  for  such 
industry  relief  to  be  provided  in  combination  with  adjustment 
assistance  to  firms  and  workers,  the  terms  of  which  are  discussed  in 
the  next  section  of  this  report  relating  to  adjustment  assistance. 

The  amendment  would  not  change  the  status  of  petitioners  for  tariff 
adjustment.  In  other  words,  section  301(a)(1)  would  still  permit  peti- 
tions to  be  filed  with  the  Tariff  Commission  by  any  trade  association, 
firm,  certified  or  recognized  union,  or  other  representative  of  industry 
so  long  as  petitioner's  authority  is  drawn  from  firms  or  groups  of 
workers  embracing  a  substantial  part  of  the  industry  involved. 

AUTHORITY  FOR  TARIFF  ADJUSTMENT 

(Sec.  311  of  the  bill) 

Section  311  of  the  amendment  would  amend  section  301(b)  of  the 
TEA  in  a  number  of  significant  ways,  viz. :  (1)  By  liberalizing  existing 
criteria  for  tariff  adjustment;  (2)  by  adding  an  additional  determina- 
tion as  to  the  nature  of  the  injury;  (3)  by  including  a  definition  of  the 
term  1  'domestic  industry  producing  articles  like  or  directly  competitive 
with  the  imported  article" ;  and  (4)  by  directing  the  Tariff  Commission 
also  to  investigate  factors  which  in  its  judgment  may  be  contributing 
to  increased  imports  of  the  article  under  investigataion,  and  (5)  by 
changing  the  voting  requirements  of  the  Commission  in  regard  to 
its  determinations  with  respect  to  tariff  adjustment  remedies. 

Relaxed  criteria.  The  amendment  would  accomplish  liberalization  of 
present  tariff  adjustment  criteria  basically  by  (a)  significantly  modify- 
ing the  present  causal  connection  between  increased  imports  and 
trade-agreement  concessions,  and  (b)  by  substituting  for  the  present 
concept  of  "the  major  factor"  (in  existing  paragraph  (3))  the  concept 


1  The  term  "tariff  adjustment",  as  used  in  the  TEA,  refers  not  only  to  tariff  rate  increases  but  also  to  other 
import  restrictions. 
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of  increased  imports  contributing  substantially  toward  causing  serious 
injury  which  Avas  embodied  in  section  7  of  the  Trade  Agreements  Ex- 
tension Act  of  1951,  as  amended. 

The  committee  relaxed  the  causal  relationship  that  exists  in  the 
Trade  Expansion  Act  between  increased  imports  and  trade  conces- 
sions. Under  present  law  the  Tariff  Commission  must  determine 
"whether  as  a  result  in  major  part  of  concessions  granted  under  trade 
agreements,  an  article  is  being  imported  into  the  United  States  in  such 
increased  quantities  as  to  cause,  or  threaten  to  cause,  serious  injury 
to  the  domestic  industry  producing  an  article  which  is  like  or  directly 
competitive  with  the  imported  article." 

The  committee  agreed  that  this  "major  part"  test  is  too  rigid,  and 
adopted  the  same  causal  relationship  between  increased  imports  and 
tariff  concessions  which  existed  between  1951  and  1962  under  section 
7  of  the  Trade  Agreements  Extension  Act,  as  amended,  which  in  per- 
tinent part,  reads  as  follows : 

The  Tariff  Commission  shall  .  .  .  determine  whether  any 
product  upon  which  a  concession  has  been  granted  under  a 
trade  agreement  is,  as  a  result,  in  whole  or  in  part,  of  the 
duty  or  other  customs  treatment  reflecting  such  concession, 
being  imported  into  the  United  States  m  such  increased 
quantities,  either  actual  or  relative,  as  to  cause  or  threaten 
serious  injury  to  the  domestic  industry  producing  like  or 
directly  competitive  products." 

The  committee  determined  that  restoration  of  this  causal  relaionship 
should  not  impede  any  industry  from  receiving  relief  if  it  is  seriously 
injured  by  imports.  Restoration  of  the  causal  relationship  was  con- 
sidered necessary  for  two  basic  reasons : 

(1)  Without  any  relationship  between  increased  imports  and 
a  tariff  concession,  the  articles  imported  from  Communist  coun- 
tries (which  have  never  received  a  U.S.  tariff  concession)  would 
have  to  be  subject  to  "escape  clause"  proceedings  along  with  the 
articles  from  column  1  or  non-Communist  countries ;  and 

(2)  Without  any  causal  relationship  between  increased  imports 
and  tariff  concessions  the  United  States  could  be  in  violation  of 
trade  agreement  obligations  which  could  give  foreign  countries  a 
reason  for  arguing  that  any  action  by  the  United  States  under 
tariff  adjustment  provisions  of  this  act  was,  ipso  facto,  in  viola- 
tion of  such  obligations. 

With  respect  to  the  products  of  Communist  countries,  it  is  entirely 
conceivable  that  certain  imported  products  from  these  countries  could 
be  of  sufficient  magnitude  to  "tip  the  scales"  in  the  judgment  of  the 
Tariff  Commission  to  decide  a  case  in  favor  of  an  affirmative  finding. 
Thus  higher  duties  could  be  imposed  on  the  articles  of  free-world 
countries,  because  of  importations  from  Communist  countries. 

The  committee  felt  that  the  causal  relationship  between  increased 
imports  and  tariff  concessions  embodied  in  section  7  of  the  Trade 
Agreements  Act  of  1951,  as  amended,  which  was  in  effect  for  11  years, 
was  not  only  fully  compatible  with  U.S.  obligations,  but  did  not  serve 
as  a  hindrance  for  seriously  injured  domestic  industries  from  receiv- 
ing an  affirmative  determination  from  the  Tariff  Commission,  on  the 
question  of  serious  injury. 
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The  words  "in  whole  or  in  part,  of  the  duty  or  other  customs  treat- 
ment reflecting  such  concessions"  which  the  committee  adopted  have 
not  in  the  past  been  construed  by  the  Tariff  Commission  as  a  reason 
not  to  proceed  to  determine  whether  increased  imports  have  "contrib- 
uted substantially"  toward  causing  or  threatening  serious  injury  to 
an  industry.  The  committee  strongly  believes  that  the  Tariff  Com- 
mission will  not  close  out  any  case  on  an  article  subject  to  a  tariff  con- 
cession, because  of  the  causal  link  between  increased  imports  and  a 
tariff  concession,  which  the  committee  feels  is  an  integral  part  of  our 
trade  agreement  program. 

Even  in  cases  in  which  there  is  a  zero  rate  of  duty  on  an  article  which 
has  been  bound  by  a  tariff  concession,  the  "binding"  itself  is  a  signifi- 
cant concession,  without  which,  high  duties  could  be  imposed  consistent 
with  international  obligations  which  would  assuage  the  growth  of  im- 
ports and  thereby  relieve  a  domestic  industry.  In  Tariff  Commission 
Report  to  the  President  on  escape  clause  investigation  No.  7-90.  under 
section  7  of  the  1951  Act  relating  to  binder  and  baler  twines  which 
had  been  historically  free  of  duty,  the  Commission  said  :  |  p.  52  J . 

By  enacting  the  escape-clause  provisions*  of  which  the  language 
here  in  question  is  a  part,  the  Congress  was  in  effect  declaring  that 
American  industry  should  he  protected  against  serious  injury 
from  an  increase  in  imports  following  the  granting  of  trade- 
agreement  concessions.  The  possibility  that  sueh  injury  may 
occur  arises  from  the  fact  that  a  concession,  'whether  if  be  a  "modi- 
fication' or  a  "binding"  of  customs  treatment,  is  conceptually 
merely  an  undertaking  not  to  impose  a  more  restrictive  customs 
treatment  than  that  specified  for  the  product  'in  volved  during  the 
life  of  the  trade  agreement.  Such  an  undertaking  represents  a 
distinct  commercial  advantage  to  any  country  which  receives  the 
benefit  of  the  concession,  and  constitutes  a  stimulus  to  exports  of 
the  product  from  these  countries.  Thus,  the  escape-clause  legisla- 
tion is.  in  the  final  analysis,  calculated  to  remove  or  mitigate  the 
stimulus  to  an  injurious  volume  of  imports  which  may  result  from 
the  customs  treatment  of  the  product  in  question.1  an  objective 
which  can  be  effectively  served  only  if  remedial  action  is  taken 
with  respect  to  the  customs  treatment  of  such  imports  from  all 
countries  which  receive  the  benefit  of  the  undertaking  represented 
by  the  concession.  Accordingly,  if  a  country  received  tie  benefit 
of  a  trade-agreement  concession .  its  err  ports  of  the  product  in- 
volved must  be  ivithin  the  reach  of  the  escape-clause  remedy. 
Thus,  in  such  situations  the  committee  understands  and  intends  that 
the  "binding"  itself  would  satisfy  the  causal  relationship. 

Moreover,  the  words  "in  part"  mean  any  part,  not  the  major  part,  a 
significant  part  or  any  other  qualification  on  the  degree  of  relationship 
between  increased  imports  and  a  tariff  concession. 

It  will  be  obseiwed  that  under  the  relaxed  criteria  it  is  sufficient  that 
increased  imports,  which  have  resulted  in  whole  or  in  part  from  trade- 
agreement  concessions,  "contribute  substantially"  (  whether  or  not  such 
increased  imports  are  the  major  factor  or  primary  factor)  toward 


1Thi>?  is  implicit  in  the  language  of  the  statute  itself,  which  doe>  not  purport 
to  he  addressed  to  the  concession  per  se  but  rather  to  the  "duty  or  other  customs 
treatment  reflecting  such  concession.'' 
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causing  or  threatening  to  cause  injury.  The  parenthetical  language 
was  inserted  to  contrast  the  proposed  criteria  with  the  existing  concept 
of  "the  major  factor"  and  the  concept  of  "the  primary  factor"  pro- 
posed by  the  administration,  and  to  show  that  these  latter  concepts 
were  not  in  any  sense  controlling  in  the  interpretation  of  the  concept 
adopted  by  the  committee.  The  committee's  acceptance  of  the  criteria 
of  section  7  of  the  1951  Extension  Act  was  also  based  upon  the  fact 
that  such  criteria  had  previously  been  determined  by  the  President 
to  be  compatible  with  our  international  obligations. 

The  term  "like  or  directly  competitive",  used  in  the  bill  to  describe 
the  products  of  domestic  producers  that  may  be  adversely  affected 
by  imports,  was  used  in  the  same  context  in  section  7  of  the  1951 
Extension  Act  and  in  section  301  of  the  Trade  Expansion  Act.  The 
term  was  derived  from  the  escape-clause  provisions  in  trade  agree- 
ments, such  as  article  XIX  of  the  GATT.  The  words  "like"  and 
"directly  competitive",  as  used  previously  and  in  this  bill,  are  not  to 
be  regarded  as  synonymous  or  explanatory  of  each  other,  but  rather 
to  distinguish  between  "like"  articles  and  articles  which,  although  not 
"like",  are  nevertheless  "directly  competitive".  In  such  context, 
"like"  articles  are  those  which  are  substantially  identical  in  inherent 
or  intrinsic  characteristics  (i.e.,  materials  from  which  made,  appear- 
ance, quality,  texture,  etc.),  and  "directly  competitive"  articles  are 
those  which,  although  not  substantially  identical  in  their  inherent 
or  intrinsic  characteristics,  are  substantially  equivalent  for  commer- 
cial purposes,  that  is,  are  adapted  to  the  same  uses  and  are  essentially 
interchangeable  therefor. 

With  respect  to  question  of  threat  of  injury  the  committee  believes 
the  factual  situation  necessary  to  support  a  finding  that  an  article  is 
being  imported  in  such  increased  quantities  as  to  "threaten"  serious 
injury  to  a  domestic  industry  cannot  differ  greatly  from  the  factual 
situation  necessary  to  support  a  finding  that  the  product  is  being  im- 
ported in  such  increased  quantities  as  to  "cause"  serious  injury.  Since 
both  a  finding  of  present  serious  injury  and  a  finding  of  threatened 
serious  injury  must  be  related  to  currently  increased  imports,  it  neces- 
sarily follows  that  a  finding  of  threatened  serious  injury  must  be 
based  upon  facts  which,  applied  to  the  statutory  criteria,  show  that 
serious  injury  is  about  to  occur.  In  other  words,  the  serious  injury 
must  be  imminent. 

Additional  determination  as  to  the  nature  of  injury.  There  are  some 
situations  in  which  injury  to  industry  would  be  so  serious  as  to  be 
acute  or  severe,  indicating  an  especially  urgent  need  for  immediate  re- 
medial relief.  Furthermore,  in  such  acute  or  severe  injury  cases  the  re- 
lief should  be  adequate  to  the  nature  and  extent  of  the  injury.  Conse- 
quently, the  committee  provided  that  in  situations  in  which  the  Tariff 
Commission  finds  that  the  injury  to  the  domestic  industry  is  acute 
or  severe  or  that  imports  threaten  to  acutely  or  severely  injure  such 
industry,  the  Tariff  Commission  would  so  report  to  the  President.  In 
this  case,  the  President  shall  impose  whatever  restrictions  the  Tariff 
Commission  recommends  to  remedy  the  severe  or  acute  injury  or 
threat  thereof,  unless  he  determines  it  is  not  in  the  national  interest. 

The  committee  intends  that  acute  or  severe  injury  is  to  be  construed 
as  a  high  level  of  injury  well  above  the  threshold  of  serious  injury 
required  for  >an  affirmative  injury  determination  under  paragraph  (1) 
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of  section  301(b).  However,  under  this  criteria  an  industry  would  not 
have  to  be  on  its  death  bed  for  the  injury  to  be  deemed  acute  or  severe. 
The  word  "acute"  is  taken  generally  to  mean  "seriously  demanding 
urgent  attention,"  "intensification  of  need,"  "sharp"  or  "pointed," 
"constituting  a  crisis."  Similarly,  the  word  "severe"  means  "sharp," 
"extreme,"  or  "grievous."  Analogously,  the  committee  would  con- 
sider a  broken  bone  in  the  body  to  be  a  serious  injury,  and  if  the  broken 
bone  were  a  compound  fracture  this  would  be  a  severe  or  acute  injury. 
The  body  as  a  whole  can  be  relatively  healthy  even  though  one  of  its 
members  is  acutely  or  severely  injured.  But  if  no  relief  is  immediately 
forthcoming  to  remedy  the  acute  or  severe  injury,  or  threat  thereof, 
the  body  itself  will  suffer  irreparable  damage.  Thus,  it  is  the  commit- 
tee's intention  that  in  cases  where  the  injury  is  acute  or  severe,  the 
remedy  is  more  urgent  than  in  cases  where  only  serious  injury  has 
been  found,  although  in  the  latter  cases,  it  is  expected  that  the  Presi- 
dent will  also  weigh  heavily  the  Tariff  Commission's  recommendation 
for  relief  in  his  decision  to  impose  whatever  restrictive  action  he  deems 
necessary  to  provide  relief. 

The  committee  rejected  the  arithmetic  approach  in  H.R.  18970  to 
the  question  of  severe  or  acute  injury  because  it  involved  a  number  of 
highly  complex  and  untried  criteria  which  not  only  would  have  sharply 
increased  the  workload  of  the  Tariff  Commission  but  would  not  have 
assured  any  improvement  in  the  qualitative  determinations  of  the 
degree  of  injury  involved  in  any  particular  case.  Moreover,  this 
arithmetic  test  in  H.R.  18970  involved  computations  which  were  often 
difficult,  if  not  impossible,  to  compute.  For  example,  the  arithmetic 
test  would  have  required  that  the  imported  articles  be  sold  at  prices 
"substantially  below"  those  prevailing  for  like  and  competitive  products 
produced  in  the  United  States,  and  that  the  unit  labor  cost  attributable 
to  producing  the  imported  article  are  "substantially  below"  those 
attributable  to  producing  like  or  competitive  articles  in  the  United 
States.  The  committee  was  informed  that  unit  labor  costs  information 
is  not  available  to  the  degree  envisioned  by  this  legislation,  and 
believes  that  the  question  of  whether  imported  prices  were  "sub- 
stantially below"  those  prevailing  in  the  United  States  is  not  essential 
to  the  question  of  severe  injury.  An  article  could  be  sold  in  the  United 
States  only  slightly  below  the  domestic  price  but  in  such  volume  and  in 
such  concentration  that  the  domestic  industry,  operating  on  a  very 
slim  profit  margin,  would  not  be  able  to  compete. 

Moreover,  the  arithmetic  determination  would  have  required  the 
Tariff  Commission  to  determine  whether  domestic  production  of  the 
like  or  directly  competitive  product  is  declining  or  is  likely  to  decline 
so  as  to  substantially  affect  the  ability  of  domestic  producers  to 
continue  to  produce  the  like  or  directly  competitive  product  "at  a  level 
of  reasonable  profit."  The  committee  was  informed  that  it  is  extremely 
difficult  to  determine  what  "a  reasonable  level  of  profit"  constitutes 
in  any  one  particular  product  line  in  a  multiproduct  industry.  Current 
accounting  practices  do  not  usually  segregate  out  profitability  on  a 
product  by  product  basis.  Moreover,  profits  tend  to  vary  industry  by 
industry  in  accordance  with  the  degree  of  competition  in  the  market- 
place and  the  supply  and  demand  relationships  for  the  goods  involved 
as  well  as  with  the  general  state  of  the  economy. 

In  opting  for  the  qualitative  approach  to  the  question  of  acute  or 
severe  injury,  the  Committee  is  placing  great  faith  and  expectation  in 
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the  sound  judgment  of  the  members  of  the  Tariff  Commission  to  reach, 
after  consideration  of  all  relevant  factors,  a  degree  of  consensus  on 
the  question  of  injury  consistent  with  the  intention  of  this  Act  and 
with  the  exercise  of  such  sound  judgment.  In  this  connection,  the 
Committee  has  noted  the  generally  increasing  tendency  of  Com- 
missioners to  resort  to  the  use  of  separate  statements  of  their  views 
when  there  are  no  significant  differences  between  them  or  when  the 
differences,  if  any,  are  not  apparent.  The  committee  feels  that  the 
Commissioners  should  strive  to  eliminate  this  practice.  Commissioners 
should  make  reasonable  efforts  to  reach  a  consensus  on  the  main 
questions  of  injury  and  remedy,  and,  when  this  is  not  possible,  should 
present  clear  majority  and  minority  viewpoints  on  these  principal 
questions,  with  any  significant  differences  clearly  drawn  and  explained. 

Definition  of  domestic  industry.  This  definition  of  domestic  industry, 
which  appeared  in  former  section  7  of  the  1951  Extension  Act,  is  the 
so-called  segmentation  concept.  By  virtue  of  this  definition,  the 
domestic  industry  will  include  the  operations  of  those  establishments 
in  which  the  domestic  article  in  question  (i.e.,  the  article  which  is 
"like,"  or  "directly  competitive  with,"  the  imported  article,  as  the 
case  may  be)  is  produced.  Where  a  corporate  entity  has  several 
establishments  (e.g.,  divisions  or  plants)  in  some  of  which  the  domestic 
article  in  question  is  not  produced,  the  establishments  in  which  the 
domestic  article  is  not  produced  would  not  be  included  in  the  industry. 
The  concern  of  the  Tariff  Commission  would  be  with  the  question  of 
serious  injury  to  the  productive  resources  (e.g.,  employees,  physical 
facilities,  and  capital)  employed  in  the  establishments  in  which  the 
article  in  question  is  produced.  In  the  case  of  multiproduct  establish- 
ments in  which  productive  resources  are  devoted  to  producing  products 
A,  B,  C,  and  D,  of  which  only  product  A  is  suffering  from  import 
competition,  it  is  only  necessary  that  the  Commission  find  that  the 
resources  engaged  in  the  production  product  A  have  been  injured. 
However,  the  Tariff  Commission  should  take  into  account  other  rele- 
vant factors  including  whether  there  has  been  a  transfer  of  productive 
resources  from  A  to  B,  C,  or  D  for  reasons  other  than  the  impact  of 
imports.  The  extent  to  which  the  products  of  a  multiproduct  estab- 
lishment can  be  so  separately  considered  is  necessarily  affected  by  the 
accounting  procedures  that  prevail  in  a  given  case  and  the  practica- 
bility of  distinguishing  or  separating  the  operations  for  each  product 
line. 

A  reinstatement  of  the  "segmentation  principle"  in  the  definition 
of  industry  is  made  more  important  now  because  of  the  growth  and 
proliferation  of  mergers  and  conglomerate  type  industrial  enterprises. 
One  or  several  of  these  large  integrated  firms  with  many  lines  of  pro- 
duction can  take  a  considerable  market  share  in  any  one  article  of 
production.  There  may  be  scores  of  smaller,  nonintegrated  firms 
producing  like  or  competitive  products  and  if  the  economic  condition 
of  the  whole  large,  integrated,  multiproduct  firm  had  to  be  weighed 
on  the  scale  of  injury  alongside  that  of  the  small,  nonintegrated 
firm,  the  balance  would  inevitably  be  tipped  against  the  small 
producer. 

Factors  causing  increased  imports.  Subsection  (b)  (6)  will  require  the 
Tariff  Commission,  in  the  course  of  any  proceeding  initiated  under 
paragraph  (1),  to  investigate  any  factors  which  may  be  contributing  to 
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increased  imports  of  the  article  under  investigation.  Such  factors 
would  include  the  effect  of  tariff  concessions,  foreign  wage  rates,  and 
also  possible  dumping,  subsidization,  or  other  forms  of  unfair  competi- 
tion. If  the  Tariff  Commission  has  reason  to  believe  that  increased 
imports  are  attributable  in  part  to  circumstances  which  come  within 
the  purview  of  the  Antidumping  Act,  1921,  section  303  or  337  of  the 
Tariff  Act  of  1930,  or  other  remedial  provisions  of  law,  it  is  directed 
to  promptly  notify  the  appropriate  agency  and  to  take  such  other 
action  as  it  deems  appropriate  in  connection  therewith.  There  is  no 
intention  in  this  amendment  to  transfer  to  the  Tariff  Commission 
action  responsibility  for  the  implementation  of  statutory  language 
falling  within  the  purview  of  other  agencies. 

This  provision  is  designed  to  assure  that  the  United  States  will  not 
needlessly  invoke  the  escape-clause  [article  XIX  of  the  GATT]  and 
will  not  become  involved  in  granting  compensatory  concessions  or 
inviting  retaliation  in  situations  where  the  appropriate  remedy  may 
be  action  under  one  or  more  U.S.  laws  against  unfair  competition  for 
which  action  no  compensation  or  retaliation  is  in  order. 

Commission  voting  requirements.  In  accordance  with  subsection  (b)  (4) 
the  remedy  determination  of  a  majority  of  the  Commissioners  voting 
for  the  affirmative  injury  determination  shall  be  treated  as  the  remedy 
determination  of  the  Commission. 

Ninety-day  transition  period.  The  committee  provided  the  Tariff 
Commission  with  a  period  of  90  days  after  enactment,  within  which 
the  Commission,  acting  as  expeditiously  as  possible,  will  issue  new 
rules  and  regulations  on  handling  all  petitions  under  its  jurisdiction. 
The  committee  intends  that  the  Commission  will  issue  these  rules 
and  regulations  as  soon  as  possible,  but  no  later  than  90  days  after 
the  enactment  of  this  Act.  During  that  period,  no  petition  may  be 
filed  under  section  301(a)  of  the  Trade  Expansion  Act  of  1962. 

PRESIDENTIAL  ACTION  WITH  RESPECT  TO  TARIFF  ADJUSTMENT 

(Sec.  313  of  the  bill) 

The  bill  would  amend  section  351  of  the  TEA  to  provide  that  the 
President  shall,  upon  receipt  of  an  affirmative  injury  determination, 
proclaim  such  import  restrictions  as  he  determines  to  be  necessary  to 
prevent  or  remedy  serious  injury,  unless  he  determines  that  it  would 
not  be  in  the  national  interest. 

When  the  Tariff  Commission  makes  an  injury  determination  and 
makes  the  aforementioned  additional  determination  provided  for  in 
section  301(b)(5),  the  President  is  directed  to  implement  the  remedy 
determination  of  the  Commission  unless  he  determines  that  such 
action  would  not  be  in  the  national  interest.  In  situations  in  which 
the  President  rejects  the  Tariff  Commission's  remedy  under  the  na- 
tional interest  provision  he  would  be  free  to  provide  whatever  relief 
he  deems  necessary,  which  is  consistent  with  this  Act  and  the  national 
interest. 

The  amendment  would  make  no  change  in  the  existing  provisions 
for  congressional  review  which  applies  to  those  cases  where  the 
President  does  not  carry  out  the  remedy  determination  of  the 
Commission. 
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KEVIEW  OF  ADJUSTMENT  ACTION 

The  review  procedures  on  outstanding  tariff  adjustment  actions  are 
amended  to  provide  that  the  Tariff  Commission,  in  its  reports  on  con- 
ditions in  the  industry  concerned  with  the  tariff  adjustment,  will 
include  information  on  the  steps  taken  by  the  firms  in  the  industry 
to  compete  more  effectively  with  imports. 

The  reporting  requirements  regarding  such  reviews  of  tariff  adjust- 
ment actions  are  also  amended  to  provide  that  the  Tariff  Commission 
will  make  findings  similar  to  those  in  an  original  tariff  adjustment 
investigation  if  it  should  determine  in  an  investigation  reviewing  an 
outstanding  tariff  adjustment  action  that  the  existing  restrictions  on 
imports  are  insufficient  to  prevent  or  remedy  serious  injury  to  the 
domestic  industry.  Such  finding  would  be  in  addition  to  that  presently 
required  with  regard  to  the  effect  of  a  reduction  or  elimination  of  a 
tariff  adjustment  action. 

ORDERLY  MARKETING  AGREEMENTS 

(Sec.  314  of  the  bill) 

Section  352  of  the  Trade  Expansion  Act  is  amended  to  provide  that 
the  President  may  negotiate  orderly  marketing  agreements  at  any 
time  after  an  affirmative  injury  determination.  Further,  the  amend- 
ment provides  that  such  agreements  may  replace  in  whole  or  in  part 
tariff  adjustment  actions.  Under  existing  law,  the  negotiating  authority 
under  section  352  is  to  be  used  at  the  conclusion  of  the  Tariff  Com- 
mission investigation  and  the  agreements  are  to  be  a  substitute  for 
tariff  adjustment  action.  This  provision  may  serve  as  a  means  for  the 
President  to  avoid  imposing  mandatory  quotas,  if  a  suitable  voluntary 
agreement  is  reached. 

ADJUSTMENT  ASSISTANCE 

(Sec.  315  of  the  bill) 

Adjustment  assistance  for  firms  and  workers  injured  by  increased 
imports  is  made  more  readily  available  under  this  amendment.  The 
committee  believes  that  the  criteria  for  determination  of  eligibility 
of  firms  and  workers  to  apply  for  adjustment  assistance  contained 
in  the  Trade  Expansion  Act  of  1962  are  too  strict.  The  committee 
amendment  therefore  liberalizes  these  criteria.  The  amendment  also 
provides  that  the  President,  instead  of  the  Tariff  Commission,  will 
make  the  substantive  determinations  of  eligibility. 

Under  the  amendment,  firms  or  workers  may  petition  directly  to  the 
President  rather  than  to  the  Tariff  Commission  as  at  present;  also, 
firms  and  workers  may  apply  directly  to  the  Secretaries  of  Commerce 
or  Labor,  respectively,  after  Presidential  action  providing  for  such 
requests  following  a  Tariff  Commission  finding  of  injury  to  an  entire 
industry. 

The  basic  formula  for  the  weekly  trade  readjustment  allowance 
payable  to  an  adversely  affected  worker  is  increased  in  the  bill  from 
65  percent  to  75  percent  of  his  average  weekly  wage  or  to  75  percent 
of  the  average  weekly  manufacturing  wage,  whichever  is  less,  reduced 
by  50  percent  of  the  amount  of  his  remuneration  for  services  per- 
formed during  the  week.  The  existing  provisions  affording  training 


260 


and  other  reemployment  assistance  to  adversely  affected  workers 
is  expanded  to  include  supportive  and  other  services  provided  for 
under  any  Federal  law. 

The  changes  in  the  bill  will  serve  to  make  adjustment  assistance 
more  effective  and  more  readily  available  to  help  individual  firms  or 
groups  of  workers  cope  with  the  impact  of  increased  import 
competition. 

Direct  Petitions.  The  Trade  Expansion  Act  of  1962  presently 
provides  that  petitions  for  a  determination  of  eligibility  to  apply  for 
adjustment  assistance  may  be  filed  with  the  Tariff  Commission  by  or 
on  behalf  of  a  firm  or  group  of  workers.  These  are  petitions  for  deter- 
minations under  section  301(c).  The  committee  amendment  changes 
this  procedure  by  requiring  that  the  petitions  be  filed  with  the  Presi- 
dent rather  than  the  Tariff  Commission.  It  is  intended  that  a  group 
of  three  or  more  workers  in  a  firm  may  qualify  as  a  petitioner  for 
adjustment  assistance. 

The  committee  believes  that  affected  workers  have  a  responsi- 
bility to  endeavor  to  give  prompt  notice  of  difficulties  by  applying 
for  assistance  as  soon  as  they  become  unemployed  or  are  threatened 
with  unemployment.  Section  301(a)(2)  of  the  Trade  Expansion  Act 
has  been  amended  to  provide  that  petitions  filed  by  or  on  behalf  of  a 
group  of  workers  shall  apply  only  with  respect  to  individuals  who 
are,  or  who  have  been  within  one  year  before  the  date  of  filing  of  such 
petition,  employed  regularly  in  the  firm  involved.  Individuals  who 
become  unemployed  or  underemployed  after  the  date  of  the  filing  of 
the  petition  may  be  eligible  to  apply  under  any  certification  issued  if 
they  are  members  of  the  group  described  therein. 

The  committee  has  amended  the  provisions  of  the  existing  act  with 
respect  to  the  criteria  to  be  applied  in  a  determination  of  eligibility 
to  apply  for  adjustment  assistance  by  a  firm  or  group  of  workers.  It 
has  provided  that  the  President  shall  determine  whether  an  article 
like  or  directly  competitive  with  an  article  produced  by  the  firm  or  an 
appropriate  subdivision  thereof  is  being  imported  in  such  increased 
quantities,  either  actual  or  relative,  so  as  to  contribute  substantially 
toward  causing  or  threatening  to  cause  serious  injury  to  such  firm  or 
subdivision  or  unemployment  or  underemployment  of  a  significant 
number  or  proportion  of  the  workers  of  a  firm  or  appropriate  sub- 
division thereof. 

This  amendment  eliminates  completely  the  former  causal  link 
between  the  increased  imports  and  a  trade  agreement  concession 
insofar  as  adjustment  assistance  cases  are  concerned.  These  cases  are 
substantially  different  from  the  tariff  adjustment  (industry-wide 
escape  clause)  cases  in  that  adjustment  assistance  involves  no  po- 
tential alteration  of  trade  agreement  concessions  and  therefore  should 
not  be  related  at  all  to  such  concessions.  No  obligations  exist  with 
respect  to  Article  XIX  of  GATT  with  respect  to  adjustment  as- 
sistance cases;  they  do  exist  with  respect  to  tariff  adjustment  cases. 
The  Senate  amendment  also  changes  the  relationship  between  the 
increased  imports  and  the  injury  or  unemployment  from  "the  major 
factor"  to  "contribute  substantially  (whether  or  not  such  increased 
imports  are  the  major  factor  or  the  primary  factor)." 

It  is  intended  that  an  "appropriate  subdivision"  of  a  firm  shall  be 
that  establishment  in  a  multi-establishment  firm  which  produces  the 
domestic  article  in  question.  Where  the  article  is  produced  in  a  dis- 
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tinct  part  or  section  of  an  establishment  (whether  the  firm  has  one  or 
more  establishments),  such  part  or  section  may  be  considered  an 
appropriate  subdivision.  In  the  Trade  Expansion  Act,  this  concept 
was  confined  to  groups  of  workers.  This  bill  would  extend  the  con- 
cept to  firms  as  well. 

Section  301(c)  of  the  Trade  Expansion  Act  as  amended  by  the 
committee  provides  for  reports  from  the  Tariff  Commission  to  assist 
the  President  in  making  determinations  with  respect  to  petitions  filed 
by  firms  or  groups  of  workers.  The  President  is  to  transmit  promptly  to 
the  Tariff  Commission  a  copy  of  each  petition  filed  with  him  by  a  firm 
or  group  of  workers  and  not  later  than  five  days  thereafter  to  request 
the  Tariff  Commission  to  conduct  an  investigation  relating  to  questions 
of  fact  relevant  to  the  President's  determinations  and  to  make  a  re- 
port of  the  facts  disclosed  by  such  investigation.  In  his  request,  the 
President  may  specify  the  particular  kinds  of  data  which  he  deems 
appropriate.  This  is  not  intended,  however,  to  preclude  the  Tariff 
Commission  from  making  an  investigation  of,  and  including  in  its 
report,  such  additional  data  as  it  considers  relevant.  Upon  receipt  of 
the  President's  request,  it  is  required  that  the  Tariff  Commission 
promptly  initiate  the  investigation  and  promptly  publish  notice 
thereof  in  the  Federal  Register. 

It  is  intended  that  the  President,  and  not  the  Tariff  Commission, 
shall  make  the  determinations  under  section  301  (c)(1)  and  (c)(2) 
with  respect  to  firms  and  groups  of  workers.  Accordingly,  the  Tariff 
Commission  is  not  to  include  in  its  report  conclusions,  opinions,  or 
judgments  which  are  tantamount  to  the  determinations.  Instead,  it  is 
to  present  the  facts  and  in  a  manner  which  will  render  the  report  useful 
to  the  President.  It  is  recognized  that  the  Tariff  Commission  will  have 
to  reach  conclusions  with  respect  to  sue  subsidiary  questions  as  what 
constitutes  the  firm  or  an  appropriate  subdivision  thereof,  what 
product  is  like  or  directly  competitive,  and  what  is  the  appropriate 
base  period,  in  order  to  gather  the  relevant  facts.  In  any  case,  however, 
the  President  has  the  final  authority  to  make  a  decision  with  respect- 
to  any  element  which  enters  into  the  determinations  under  section 
301  (c)(1)  and  (c)(2),  and  section  302 _(c),  (d),  and  (e). 

In  the  course  of  any  such  investigation,  the  Tariff  Commission  shall 
hold  a  public  hearing  if  requested  by  the  petitioner  or  any  other  in- 
terested person.  However,  such  a  request  must  be  made  not  later 
than  10  days  after  the  date  of  the  publication  of  its  notice  of  the 
investigation.  It  is  understood  that  a  public  hearing  may  be  held  in 
any  case  on  the  Tariff  Commission's  own  motion.  The  report  of  the 
Tariff  Commission  of  the  facts  disclosed  by  its  investigation  with 
respect  to  a  firm  or  group  of  workers  is  to  be  made  at  the  earliest 
practicable  time,  but  not  later  than  60  days  after  the  date  on  which 
it  receives  the  request  of  the  President. 

After  receiving  the  Commission's  report,  the  President  has  a  maxi- 
mum of  30  days  in  which  to  make  his  determination  as  to  whether  the 
firm  or  group  of  workers  is  eligible  to  apply  for  adjustment  assistance. 
However,  within  this  period  he  does  have  the  authority  to  request 
additional  factual  information  from  the  Tariff  Commission.  The  Com- 
mission is  then  to  furnish  the  additional  information  in  a  supplemental 
report  within  25  days  and  the  President  is  to  make  his  final  determina- 
tion not  later  than  15  days  after  he  receives  such  supplemental  report 
(section  302(c)). 
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The  President  is  required  to  publish  in  the  Federal  Register  a  sum- 
mary of  each  determination  made  with  respect  to  a  petition  for 
adjustment  assistance  filed  by  any  firm  or  group  of  workers. 

For  transitional  purposes,  investigations  relating  to  adjustment 
assistance  under  existing  section  301(c)  in  progress  immediately  before 
the  date  of  enactment  of  H.R.  18970  are  to  be  continued  as  if  the 
investigation  had  been  instituted  under  the  amended  section  301(c) 
and  the  petition  treated  as  filed  as  of  the  date  of  enactment.  Tariff 
Commission  determinations  pending  before  the  President  on  date  of 
enactment  are  also  to  be  subject  to  the  amended  criteria  and  pro- 
cedures. 

If  the  President  makes  an  affirmative  determination  on  a  petition 
for  adjustment  assistance  with  respect  to  any  firm  or  group  of  workers, 
he  shall  promptly  certify  that  such  firm  or  group  of  workers  is  eligible 
to  apply  for  adjustment  assistance.  This  certification  permits  the  firm 
to  apply  to  the  Secretary  of  Commerce  and  individual  workers  to  apply 
to  the  Secretary  of  Labor  to  seek  the  types  and  amounts  of  adjustment 
assistance  provided  for  in  Chapters  2  and  3  respectively  of  Title  III  of 
the  Trade  Expansion  Act  of  1962.  Certifications  of  groups  of  workers 
specify  the  workers'  firm  or  appropriate  subdivision  and,  under  section 
302(d)  of  the  Trade  Expansion  Act,  the  date  on  which  the  unemploy- 
ment or  underemployment  began  or  threatens  to  begin. 

Section  302(e)  of  the  Trade  Expansion  Act  provides  that  the  Presi- 
dent shall  terminate  the  effect  of  any  certification  of  eligibility  of  a 
group  of  workers  whenever  he  determines  that  separations  from  the 
firm  or  subdivision  thereof  are  no  longer  attributable  to  the  conditions 
specified  in  section  301(c)(2)  or  section  302(b)(2).  Such  termination 
applies  only  with  respect  to  separations  occurring  after  the  termination 
date  specified  by  the  President. 

The  committee  amendment  specifically  authorizes  the  President  to 
delegate  any  of  his  functions  with  regard  to  determinations  and  certifi- 
cations of  eligibility  to  apply  for  adjustment  assistance.  Authority  to 
issue  rules  and  regulations  related  to  these  delegated  functions  is  pro- 
vided for  under  section  401(2)  of  the  Trade  Expansion  Act. 

PRESIDENTIAL  ACTION  WITH  RESPECT  TO  ADJUSTMENT  ASSISTANCE 

(Sec.  312  of  the  bill) 

Under  the  current  law  (Sec.  302(a)),  whenever  the  Tariff  Commis- 
sion reports  to  the  President  a  finding  of  serious  injury  or  threat  thereof 
to  an  industry,  the  President  may  take  any  of  several  courses  of 
action.  He  may  provide:  (a)  tariff  adjustment  on  the  imported 
product  involved  in  the  investigation;  or  (b)  that  the  firms  in  the 
industry  may  request  the  Secretary  of  Commerce  for  certifications 
of  eligibility  to  apply  for  adjustment  assistance;  or  (c)  that  the  workers 
in  the  industry  may  request  the  Secretary  of  Labor  for  certifications 
of  eligibility  to  apply  for  adjustment  assistance;  or  (d)  he  may  take 
any  combination  of  such  actions.  No  order  of  priority  among  these 
various  courses  open  to  the  President  is  established  nor  is  there  a 
requirement  that  the  President  must  take  some  action. 

We  are  persuaded  that  provision  for  adjustment  assistance  should 
not  be  continued  as  a  discretionary  alternative  action  for  the  Presi- 
dent in  place  of  tariff  adjustment  action  where  the  Tariff  Commission 
has  made  an  affirmative  injury  and  remedy  determination  after  an 
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industry  investigation.  The  committee  has  amended  section  302(a)  to 
deal  with  Presidential  actions  after  receiving  a  Tariff  Commission  re- 
port containing  an  affirmative  injury  determination  for  an  industry.  If 
the  President  provides  tariff  adjustment  for  an  industry,  he  may  also 
provide  that  its  firms  or  workers  (or  both)  may  request  the  Secretaries 
of  Commerce  and  Labor,  respectively,  for  certifications  of  eligibility  to 
apply  for  adjustment  assistance.  If  the  President  does  not  provide 
tariff  adjustment  for  the  industry,  he  shall  provide  that  both  firms  and 
workers  may  request  the  respective  Secretaries  for  certifications. 
Notice  must  be  published  in  the  Federal  Register  of  each  such  action 
taken  by  the  President.  As  amended,  section  (302(a))  also  requires  that 
any  request  for  such  a  certification  must  be  made  to  the  Secretary 
concerned  within  the  one-year  period  (or  such  longer  period  as  may  be 
specified  by  the  President)  after  the  date  on  which  the  notice  is 
published. 

There  currently  are,  and  may  be,  outstanding  escape  clause  actions 
with  respect  to  a  few  industries  under  which  the  President  has  acted 
to  authorize  firms  and  workers  to  request  certifications  of  eligibility 
to  apply  for  adjustment  assistance  from  the  Secretary  of  Commerce 
or  the  Secretary  of  Labor.  It  is  the  committee's  intention  that  the 
provisions  of  section  302(b)  as  amended  should  also  apply  to  requests 
from  individual  firms  or  groups  of  workers  in  those  few  industries 
which  may  be  pending  on  date  of  enactment  of  this  bill  or  submitted 
thereafter. 

Under  section  302(a)  a  firm  or  group  of  workers  is  not  automatically 
certified  as  eligible  to  apply  for  adjustment  assistance.  Following 
Presidential  action  upon  request  by  a  firm  in  the  industry  found  to  be 
seriously  injured  or  threatened  with  such  injury,  the  Secretary  of 
Commerce,  in  effect,  must  conclude  whether  the  increased  imports 
found  by  the  Tariff  Commission  to  have  caused  or  threatened  serious 
injury  to  the  industry  as  a  whole  have  also  caused  serious  injury  to  the 
individual  firm  in  question.  Similarly,  upon  request  by  a  group  of 
workers  in  a  firm  in  such  industry,  the  Secretary  of  Labor  must  con- 
clude whether  the  increased  imports  have  caused  or  threatened 
unemployment  or  underemployment  to  a  significant  number  or 
proportion  of  the  workers  of  the  firm  or  an  appropriate  subdivision 
thereof.  In  both  situations,  under  existing  provisions  of  302(b),  the 
increased  imports  must  have  been  the  major  factor  in  causing  or 
threatening  to  cause  injury  ®r  unemployment.  Your  committee  has 
amended  these  provisions  to  conform  to  the  liberalized  criteria  in 
amended  section  301(c). 

This  function  given  to  the  Secretaries  of  Commerce  and  Labor  re- 
flects the  intention  that  adjustment  assistance  is  not  to  be  extended 
to  a  firm  or  group  of  workers  which  has  not  satisfied  the  conditions  of 
eligibility.  Under  this  procedure,  these  firms  and  workers  are  not 
required  to  wait  upon  a  Tariff  Commission  investigation.  It  is  ex- 
pected that  the  Secretaries  of  Commerce  and  Labor  will  continue  to 
make  full  use  of  Tariff  Commission  information  derived  from  its 
investigation  of  the  industry  concerned.  It  is  also  expected,  however, 
that  where  relief  is  warranted  it  wil]  be  given  as  quickly  and  as  expedi- 
tiously as  is  practicable  and  that  the  Secretaries  of  Commerce  and 
Labor  will  issue  such  rules  and  regulations  that  will  assure  prompt 
and  effective  relief. 
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The  committee  has  required  with  respect  to  certifications  made 
by  the  Secretary  of  Labor  under  section  302(b)  that  such  certifi- 
cations shall  only  apply  with  respect  to  individuals  who  are  or  who 
have  been  employed  regularly  in  the  firm  involved  within  one  year 
before  the  date  of  the  institution  of  the  Tariff  Commission  inves- 
tigation relating  to  the  industry.  This  refers  to  industry  investigations 
instituted  by  the  Commission  whether  by  petition  on  behalf  of  the 
industry  or  by  request,  resolution,  or  motion,  as  the  case  may  be,  as 
provided  in  section  301(b).  It  is  not  intended  that  these  certifications 
be  limited  to  those  individuals  who  are  or  who  have  been  employed  in 
the  firm  involved  within  the  one-year  period  antedating  the  institu- 
tion of  the  Tariff  Commission  investigation.  Individuals  who  became 
or  will  become  unemployed  or  underemployed  (or  threatened  there- 
with) after  the  date  of  the  institution  of  the  investigation  or  after  the 
date  of  the  filing  of  the  request  with  the  Secretary  of  Labor  may  be 
eligible  to  apply  under  the  certification  if  they  are  members  of  the 
group  described  therein. 

Assistance  for  Individual  Workers.  The  committee  concurs  with  the 
House  in  making  several  changes  in  the  adjustment  assistance  program 
for  workers  directed  at  helping  adversely  affected  workers  adjust  to  the 
loss  of  employment  and  reenter  the  labor  force  as  rapidly  and  effi- 
ciently as  possible.  When  the  worker  assistance  provisions  of  the 
Trade  Expansion  Act  were  enacted  in  1962,  the  Congress  recognized 
that  the  adversely  affected  workers  would  frequently  need  retraining 
in  a  new  skill.  Section  326  of  the  Act,  therefore,  now  expressly  provides 
that  workers  are  to  be  afforded,  where  appropriate,  testing,  counseling, 
training,  and  placement  services  available  under  any  Federal  law. 
The  committee  believes  that  upgrading  the  skills  and  educational 
opportunities  of  workers  displaced  by  imports  should  be  encouraged 
by  the  various  agencies  of  Government  having  responsibility  in  this 
area. 

The  provisions  were  enacted  at  approximately  the  same  time  that 
the  Federal  Government  was  launching  the  first  Manpower  training 
programs  under  the  Manpower  Development  and  Training  Act. 
Since  that  time  it  has  been  demonstrated  that  workers  frequently 
need  other  services  to  prepare  them  effectively  for  full  employment. 
The  Congress  recognized  this  by  providing  that  workers  enrolled  in 
various  Manpower  programs,  such  as  under  the  Manpower  Develop- 
ment and  Training  Act  and  the  Economic  Opportunity  Act,  could  be 
given  what  have  come  to  be  called  "supportive  services."  (See  Man- 
power Development  and  Training  Act  section  202  (j)  and  (k)  and 
Economic  Opportunity  Act  section  123(a)(6)). 

The  committee's  amendment  adds  to  the  second  sentence  of  section 
326(a)  of  the  Trade  Expansion  Act  the  phrase  "supportive  and  other 
services."  This  phrase  includes,  to  the  extent  provided  in  Federal 
law,  services  such  as  work  orientation,  basic  education,  communica- 
tion skills,  employment  skills,  minor  health  services,  and  other 
services  which  are  necessary  to  prepare  a  worker  who  is  eligible  for 
assistance  under  the  act  for  full  employment  in  accordance  with 
his  capabilities  and  prospective  employment  opportunities.  It  is  the 
committee's  intention  that  the  minor  health  services  furnished  under 
this  section  be  limited  to  those  which  are  necessary  to  correct  a  condi- 
tion that  would  otherwise  prevent  a  worker  from  being  able  to  accept 
a  training  or  employment  opportunity. 
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We  also  wish  to  make  it  clear  that  the  language  of  section  337 
of  the  existing  Trade  Expansion  Act  authorizing  appropriations 
to  the  Secretary  of  Labor  to  enable  him  to  carry  out  his  functions 
under  the  act  includes  the  authority  to  expend  the  funds  appropriated 
thereunder  for  all  programs  that  are  provided  to  adversely  affected 
workers  under  the  act,  including  training  and  supportive  services,  and 
that  use  of  the  funds  is  not  limited  to  payment  of  the  financial  allow- 
ances to  the  eligible  workers. 

The  committee  also  considered  the  basic  formula  for  the  level  of 
weekly  trade  readjustment  allowances  as  provided  in  section  323(a) — 
65  percent  of  the  worker's  average  weekly  wage  or  65  percent  of  the 
average  weekly  manufacturing  wage,  whichever  is  less,  reduced  by  50 
ercent  of  the  amount  of  his  remuneration  for  services  performed 
uring  the  week. 

We  believe  that  this  level  of  benefits  is  now  inadequate  and  has 
increased  it  to  a  basic  formula  level  of  75  percent  of  the  worker's 
average  weekly  wage  or  75  percent  of  the  average  weekly  manu- 
facturing wage,  whichever  is  less,  reduced  by  50  percent  of  the  amount 
of  his  remuneration  for  services  performed  during  the  week.  If  this 
provision  had  been  in  effect  in  the  summer  of  1970,  the  maximum 
payment  would  have  been  $98  per  week. 

This  increase  is  based  on  the  policy  inherent  in  the  Trade  Expansion 
Act  of  1962  that  readjustment  allowances  are  intended  to  do  more  for 
adversely  affected  workers  than  the  compensation  provided  by  un- 
employment insurance.  The  level  of  benefits  available  under  state 
unemployment  insurance  has  increased  appreciably  since  1962,  and 
some  states  now  provide  unemployment  compensation  higher  than  the 
readjustment  allowances  established  in  the  Trade  Expansion  Act  of 
1962.  The  President  has  also  recommended  that  the  States  take 
action  to  assure  that  unemployment  insurance  be  increased  to  a 
maximum  representing  not  less  than  66%  percent  of  the  average 
weekly  wage  in  covered  employment. 

The  increase  in  trade  readjustment  allowances  recommended  by 
the  committee  will  serve  to  maintain  the  general  1962  relationship 
where  such  allowances  were  higher  than  unemployment  compensation. 
We  believe  that  this  relationship  is  appropriate  in  view  of  the 
fact  that  the  finding  that  the  unemployment  was  caused  by  in- 
creased imports  implies  that  a  lower  level  of  imports  would  have 
resulted  in  full  job  maintenance.  Worker  assistance  is,  therefore,  in 
the  nature  of  adjustment  to  conditions  resulting  from  actions  taken 
for  the  benefit  of  the  nation  as  a  whole. 

The  basic  amended  formula  for  the  level  of  trade  readjustment 
allowances  will  apply  for  weeks  of  unemployment  beginning  on  or 
after  the  date  of  enactment  of  the  bill.  The  amended  formula  will 
thus  also  apply  to  workers  who  became  eligible  through  a  certification 
issued  before  enactment  of  H.R.  18970. 

The  committee  has  maintained  the  standards  of  eligibility  of  the 
individual  to  receive  adjustment  assistance  benefits  which  were 
established  in  the  Trade  Expansion  Act  of  1962.  These  standards  are 
stricter  than  those  under  State  law  for  eligibility  for  unemployment 
insurance  or  those  under  the  Manpower  Development  and  Training 
Act.  In  order  to  be  eligible  for  assistance  the  individual  worker  must 
be  a  member  of  the  group  specified  in  the  certification  and  must  have 
been  separated  from  adversely  affected  employment  due  to  lack  of 
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work.  That  is,  he  must  have  been  separated  from  a  firm  or  subdivision 
for  which  a  certification  of  worker  eligibility  has  been  issued.  The 
worker  must  also  have  had  a  substantial  employment  history:  he 
must  have  been  gainfully  employed  (at  weekly  wage  of  $15  or  more) 
for  at  least  half  of  the  weeks  of  the  three  years  preceding  his  separation 
from  adversely  affected  employment  and  in  the  52  weeks  immediately 
preceding  his  separation  he  must  have  had  at  least  26  weeks  of  em- 
ployment in  a  firm  or  firms,  the  workers  of  which  have  been  found 
adversely  affected  by  imports.  The  committee  believes  that  these 
stricter  standards  of  individual  eligibility  are  justified  by  the  scale  of 
trade  adjustment  assistance  compared  with  that  available  under  other 
programs. 

Quotas  on  Textiles  and  Footwear 
(Part  B  of  Title  III) 

PartB  of  title  III  provides  temporary  measures  to  restrict  imports 
and  avoid  the  threat  of  serious  injury  to  the  textile  and  footwear 
industries  and  further  deterioration  in  the  domestic  market  for  textiles 
and  apparel  and  nonrubber  footwear. 

This  is  to  be  accomplished  by — 

(a)  The  establishment  of  annual  quotas,  based  on  imports  during 
1967-69,  by  category  and  by  foreign  country  of  production  for  all 
categories  of  textile  articles  and  footwear  articles  which  may  be 
imported  during  each  calendar  year  beginning  after  December  31, 
1970; 

(b)  Authorizing  exemptions  from  such  quotas  when  the  President 
determines  that  exemption  will  not  disrupt  the  domestic  market  or 
that  exemption  is  in  the  national  interest;  and 

(c)  Authorizing  negotiation  of  agreements  with  foreign  countries 
which  would  result  in  the  regulation  of  imports  into  the  United  States 
of  textile  articles  or  footwear  articles  or  both  and  would  supersede 
the  statutory  quotas  for  the  articles  covered  by  the  agreements. 

Within  this  general  framework,  part  B  of  title  III  authorizes  in- 
creased imports  where  the  supply  of  articles  subject  to  limitation  is 
inadequate  to  meet  domestic  demand  at  reasonable  prices;  provides 
for  certain  exclusions  with  respect  to  noncommercial  entries  and  to 
articles  already  subject  to  international  agreement;  and  establishes 
the  applicability  of  the  rulemaking  provisions  of  the  Administrative 
Procedure  Act  to  various  actions  under  part  B  of  title  III  of  the  bill. 
Part  B  of  title  III  terminates  at  the  close  of  July  1,  1976,  unless  ex- 
tended in  whole  or  in  part  by  the  President  following  his  determination 
that  such  extension  is  in  the  national  interest. 

These  provisions  are  designed  to  provide  a  mechanism  for  establish- 
ing a  reasonable  and  effective  limitation  on  U.S.  imports  of  textile 
products  and  of  nonrubber  footwear  products  for  the  broad  purpose 
of  remedying  market  disruption  in  those  cases  in  which  it  now  exists, 
and  of  preventing  the  spread  of  market  disruption  to  other  categories 
of  articles.  It  is  intended  that,  insofar  as  may  be  possible,  the  limita- 
tion of  these  imports  will  be  accomplished  through  the  negotiation  of 
voluntary  agreements  provided  for  under  section  322  and  that  the 
quota  provisions  of  section  321  will  assist  in  the  negotiation  of  such 
agreements  as  well  as  to  provide  protection  for  the  domestic  market 
and  workers  in  cases  where  such  agreements  are  not  concluded. 
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The  quota,  exemption,  and  agreement  provisions  of  part  B  of 
title  III  are  intended  to  assure  that  all  textile  articles  and  all  footwear 
articles,  as  denned,  come  within  the  scope  of  such  provisions  and  may, 
at  any  point  in  time,  be  subject  to  quota  or  agreement  if  they  are  not 
at  such  time  exempted. 

The  committee  in  its  deliberations  of  import  controls  for  textiles 
gave  careful  consideration  to  the  relationship  of  the  thousands  of 
textile  articles  and  the  devastating  effect  which  results  when  one 
textile  article  is  controlled  and  imports  shift  to  one  not  under  re- 
straints. The  committee  firmly  believes  that  the  only  way  to  effectively 
control  textile  imports  by  means  of  negotiated  agreements  is  to  provide 
for  comprehensive  coverage  of  the  textile  articles  described  and  de- 
fined in  part  B  of  Title  III.  We  expect  this  title  to  be  administered 
so  as  to  carry  out  this  basic  and  necessary  concept. 

ANNUAL  QUOTAS 

(Sec.  321  of  the  bill) 

Annual  quotas  are  established  by  statute  on  the  total  quantity  of 
each  category  of  textile  articles  (defined  in  sec.  326),  and  of  footwear 
articles  (defined  in  sec.  326) ,  produced  in  any  foreign  country  which 
may  be  imported  during  1971  and  in  each  subsequent  year.  The  limit 
for  1971  for  each  category  of  articles  produced  in  each  country  is  the 
average  annual  quantity  of  such  articles  from  such  country  which  was 
imported  during  the  years  1967,  1968  and  1969. 

1.  Selection  of  Base  Level 

Textiles. — The  average  of  imports  from  all  countries  of  the  principal 
textile  articles  not  at  present  subject  to  import  limitation  (or  to  volun- 
tary export  restraint  to  the  United  States),  i.e.,  principally  wool  and 
man-made  fiber  textile  articles,  amounted  to  an  annual  average  of 
1,390  million  square  yards  equivalent  in  the  1967-1969  base  period 
for  man-mades,  and  184.5  million  square  yards  for  wool  textile 
products.  (These  figures  include  tops,  yarns,  fabrics,  apparel,  and 
made-up  and  miscellaneous  textile  products.)  In  1969,  imports  were 
1,782.6  million  square  yards  equivalent  for  man-mades  and  191.1 
million  for  wool  textiles.  As  of  June  1970  imports  are  running  at  an 
annual  and  all  time  record  rate  of  2.4  billion  square  yards  for  man- 
made  fiber  textiles.  However,  wool  textile  imports  are  expected  to 
total  150  million  square  yards. 

At  the  same  time,  cotton  textile  imports,  which  are  subject  to  the 
terms  of  the  Long  Term  Arrangement  Regarding  International  Trade 
in  Cotton  Textiles,  are  continuing  at  a  high  rate.  They  are  expected 
to  again  reach  more  than  1.6  billion  square  yards  in  1970. 

Apparel,  the  most  labor  intensive  sector  of  the  textile-apparel  in- 
dustry is  experiencing  a  continuing  sharp  increase  in  imports.  At 
present  rates,  1970  apparel  imports  will  rise  to  1.6  billion  square  yards 
equivalent,  of  which  more  than  1  billion  }^ards  will  be  manufactured 
from  man-made  fibers,  500  million  will  be  cotton  apparel  and  50 
million  will  be  wool  apparel. 

These  imports  pose  a  threat  to  the  future  of  a  strong  textile-apparel  / 
"industry"  in  the  United  States  and  its  over  2  million  employees  unless 
import  growth  is  more  closely  brought  into  balance  with  growth  in  the 
domestic  market  and  in  domestic  production. 
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Nonrubber  Footwear. — U.S.  imports  of  footwear  (non-rubber)  have 
also  surged  in  recent  years,  from  a  1961  level  of  40  million  pairs  to  a 
1969  level  of  202  million  pairs.  Each  recent  year  has  seen  a  sharp  and 
substantial  rise  in  these  imports,  from  133  million  pairs  in  1967,  to 
181  million  in  1968  and  to  more  than  200  million  in  1969.  1970  im- 
ports are  expected  to  exceed  260  million  pairs.  At  the  same  time,  U.S. 
production  is  declining  in  a  number  of  key  lines  of  products.  The  de- 
cline of  employment  opportunities  for  American  shoe  workers,  the 
closing  of  shoe  factories,  and  the  serious  damage  done  to  this  industry 
justify  the  legislative  quotas  in  the  committee  amendment. 

Accordingly,  to  relieve  the  market  disruption  and  the  dislocation  to 
firms  and  workers  in  these  industries,  and  to  restore  to  them  the 
possibilities  for  full  and  equitable  participation  in  future  market 
growth,  the  1967-1969  average  annual  level  base  formula  has  been 
adopted  as  the  base  for  the  statutory  quotas. 

2.  Growth  in  Base  Level  Quotas 

The  quantities  provided  for  under  the  base  level  (1967-1969) 
formula  may  be  increased  annually  beginning  January  1,  1972  by  not 
more  than  5  Dercent  of  the  amount  authorized  for  the  preceding 
calendar  year  if  the  President  determines  that  an  increase  is  con- 
sistent with  the  purposes  of  section  321  (section  321  (b)(1)  and  (b) 
(2) (A)).  Any  percentage  increase  granted  for  a  category  of  articles 
is  to  be  the  same  for  such  category  from  all  countries. 

Section  321  also  provides  (subsection  (b)(2))  that  a  yearly  deter- 
mination be  made  of  the  quotas  which  would  apply  for  each  category 
of  articles  from  each  country  throughout  the  life  of  this  title  III,  part  B, 
notwithstanding  that  such  limitations  may  not,  in  fact,  be  in  effect  as 
a  result  of  the  operation  of  other  provisions  of  this  title  (e.g.  the  exemp- 
tion authority  (sec.  321(d)  or  the  agreements  negotiated  (sec.  322)). 
This  requirement  will  assure  that  a  continuing  reference  point  is 
maintained  enabling  the  comparison  of  statutory  quotas  with  nego- 
tiated agreements  and  with  actual  trade  which  has  been  permitted  to 
occur  as  a  result  of  use  of  the  exemption  authority  by  the  President. 

Section  321(b)(3)  provides  that  when  a  quota  under  this  sec- 
tion begins  or  resumes  after  a  period  in  which  the  article  produced 
in  a  foreign  country  was  exempted  from  quota  as  a  result  of  a  Presi- 
dential decision,  or  an  agreement  under  section  322,  and  the  President 
determines  that  imports  of  such  article  from  such  country  during  the 
1967-69  period  were  insignificant,  a  more  recent  base  period  shall  be 
used  with  respect  to  such  article  from  such  country  if  he  finds  that  use 
of  such  more  recent  base  period  is  consistent  with  the  purpose  of  this 
section.  In  that  event,  the  quota  for  such  articles  shall  be  an  amount 
equal  to  the  average  annual  imports  of  such  article  from  such  country 
during  the  three  calendar  years  preceding  the  year  in  which  the  quota 
goes  into  effect.  Under  this  provision  the  President  will  have  flexi- 
bility in  a  case  in  which  a  given  country's  base  period  trade  (i.e., 
U.S.  imports  from  that  country  in  the  1967-1969  period)  was  insig- 
nificant and  the  article  has  been  the  subject  of  an  exemption  by  the 
President  under  section  321(d)  or  was  exempted  under  an  agreement 
provided  for  in  section  322  or  324(b). 

Section  321(c)  further  provides  for  the  spacing  of  allowable  annual 
quotas  over  the  course  of  a  calendar  year  as  appropriate  to  carry 
out  the  purposes  of  section  321.  Such  spacing,  taking  seasonal  factors 
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in  trade  and  production  into  account,  would  enable  the  President  to 
avoid  a  heavy  influx  of  quota  goods  in  a  short  period  of  time  at  the 
beginning  of  a  year,  an  influx  which  could  disrupt  the  domestic 
market  under  some  circumstances.  Also,  by  requiring  a  re-opening  of 
a  divided  annual  quota,  importers  of  smaller  volumes  of  articles 
would  be  given  several  opportunities  to  participate  in  the  entry  of 
available  quota  articles.  Section  321(c)(2)  provides  for  the  pro-rata 
adjustment  of  any  annual  quota  which  comes  into  effect  after  the 
beginning  of  a  calendar  year  as  the  result  of  the  termination  of  an 
exemption  or  other  actions  authorized  by  part  B  of  title  III.  At  such 
time,  in  addition  to  the  amounts  actually  entered  during  the  calendar 
year  up  to  the  date  the  quota  resumes,  an  additional  quantity  equal 
to  the  statutory  quota  adjusted  pro  rata  according  the  number  of  full 
months  remaining  in  the  calendar  year  after  the  date  of  such  quota 
resumption  is  authorized  to  be  imported. 

EXEMPTION  OF  ARTICLES  FROM  QUOTAS 

(Sec.  321  of  the  bill) 

The  bill  provides  three  mechanisms  through  which  textile  or  foot- 
wear articles  may  be  exempted  from  the  quotas  imposed  under  sub- 
sections 32 1  (a) ,  (b) ,  and  (c) ,  in  the  absence  of  an  international  agree- 
ment concluded  under  section  322  (or  the  arrangement  or  agreement 
referred  to  in  subsection  324(b)). 

1.  Non-Disruptive  Imports 

The  President  is  authorized  by  section  321(d)(1)  to  exempt  articles 
produced  in  any  foreign  country  if  he  determines  that  imports  of 
such  article  produced  in  such  country  are  not  contributing  to,  causing, 
or  threatening  to  cause  market  disruption  in  the  United  States.  These 
exemptions,  which  may  be  made  for  an  initial  one  year  period,  and 
which  may  be  extended  for  additional  periods  not  to  exceed  one  year 
each,  and  may  be  terminated  by  the  President  at  any  time  upon  his 
finding  that  the  article  in  question  is  contributing  to,  causing,  or 
threatening  to  cause  market  disruption  in  the  United  States. 

In  making  the  determinations  under  section  321  (d)  (1)  and  in  making 
similar  determinations  under  other  provisions  of  part  B  of  title  III, 
the  President  should  consider  market  conditions  in  the  United  States 
for  articles  similar  to  the  imported  articles  in  question,  taking  particu- 
lar account  of  the  relevant  market  disruption  standards  set  forth  in 
Annex  C  of  the  Long  Term  Arrangement  Regarding  International 
Trade  in  Cotton  Textiles  (the  arrangement  referred  to  in  section 
204(b)).  These  market  disruption  standards  are  as  follows:  "these 
situations  (market  disruption)  generally  contain  the  following  elements 
in  combination: 

(i)  a  sharp  and  substantial  increase  or  potential  increase  of 
imports  of  particular  products  from  particular  sources; 

(ii)  these  products  are  offered  at  prices  which  are  substantially 
below  those  prevailing  for  similar  goods  of  comparable  quality  in 
the  market  of  the  importing  country; 

(iii)  there  is  serious  damage  to  domestic  producers  or  threat 
thereof;  ..." 

In  applying  market  standards  under  part  B  of  title  III,  the  President 
would  be  expected  to  consider  factors  affecting  the  level  of  employ- 
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ment,  in  the  domestic  industry,  including  the  number  of  hours  worked 
per  week. 

In  many  instances  it  is  the  cumulative  effect  on  the  market  of 
articles  produced  in  a  number  of  countries  which  causes  market  dis- 
ruption, although  the  committee  recognizes  that  in  some  cases  the 
market  for  a  particular  article  may  be  disrupted  by  imports  from  one 
country  alone. 

The  committee  understands  that  disruptive  conditions  in  the 
market  for  any  product  cannot  in  all  cases  be  precisely  measured. 
Thus,  while  the  above  quoted  conditions  are  generally  found  in  a  cir- 
cumstance of  market  disruption,  it  is  not  always  the  case  and  in  other 
situations  different  elements  may  be  considered  in  determining  the 
state  of  the  domestic  market  for  the  articles  concerned. 

The  term  "articles"  in  this  provision  can  be  as  narrowly  defined  as 
the  President  deems  necessary  and  is  not  meant  to  be  restricted  to 
the  "category"  of  articles  as  described  in  the  Tariff  Schedules  of  the 
United  States.  This  would  enable  the  President  to  exclude  individual 
"articles"  within  "categories"  of  articles  from  the  quota  provisions  if 
he  found  that  they  were  not  disrupting  the  domestic  market. 

It  was  brought  to  the  committee's  attention  that  certain  articles  of 
athletic  footwear  imports  are  selected  by  athletes  because  they  feel 
that  the  design  of  the  shoes,  including  a  close  fit  and  light  weight, 
are  particularly  suited  to  their  needs  as  a  professional  or  amateur 
performer.  The  shoe  is  selected  by  the  athlete  for  its  suitability  for 
the  particular  athletic  event  involved,  and  the  price  is  generally  higher 
than  that  charged  for  domestically  produced  athletic  shoes  of  the  same 
type.  It  is  expected  that  the  President  would  exercise  his  authority  in 
this  kind  of  a  situation. 

2.  The  National  Interest 

Part  B  of  title  III  also  provides  that  the  President  may  exempt 
articles  from  the  quotas  when  he  determines  that  such  action  would 
be  "in  the  national  interest"  (Sec.  321(d)(2)). 

The  committee  intends  that  the  President  have  freedom  in  this 
regard  and  understands  that  he  is  not  expected  to  indicate  what  par- 
ticular reasons  may  have  motivated  his  determination  to  act  on  the 
basis  of  the  national  interest  criteria. 

3.  Supply  at  Reasonable  Prices 

The  President  is  also  authorized  to  provide  for  additional  imports 
in  excess  of  established  quotas  or  in  addition  to  thn  limitations 
provided  in  agreements  whenever  he  finds  that  the  total  supply  from 
domestic  and  foreign  sources,  of  textile  articles  or  footwear  articles 
similar  to  those  subject  to  limitations  under  such  quotas  or  agree- 
ments will  be  inadequate  to  meet  demands  at  reasonable  prices.  This 
standard  is  set  forth  in  Section  323. 

The  committee  believes  that  in  view  of  the  broad  flexibility  afforded 
the  President  to  exclude  individual  articles  from  the  quota  provisions, 
specific  legislative  exemptions  were  unwarranted.  Consequently,  the 
committee  deleted  a  provision  in  the  House  version  of  the  Trade  Act 
of  1970  which  would  have  exempted  from  the  quota  provisions  on 
textile  articles  ceitain  woven  fabrics  for  use  only  in  the  manufacture 
of  neckties. 
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NEGOTIATION  OF  AGREEMENTS 

(Sec.  322  of  the  bill) 

Section  322  provides  an  alternative  to  the  statutory  quota  provision 
of  section  321.  It  authorizes  the  negotiation  of  voluntary  agreements 
with  the  countries  exporting  textile  articles,  footwear  articles,  or  both. 
These  agreements  would  provide  for  the  quantitative  limitation  by 
category  of  the  textile  articles  and/or  the  footwear  articles  which  these 
countries  may  export  to  the  United  States  during  each  year  of  the 
agreement.  Such  agreements  may  be  administered  on  the  base  of 
either  import  controls  by  the  United  States  or  export  controls  by  the 
country  concerned  or  a  combination  thereof.  Whenever  such  agree- 
ments are  in  effect,  the  articles  which  are  included  under  them  are 
exempted  from  the  quota  provision  of  section  321.  Both  multilateral 
agreements  and  bilateral  agreements  and  arrangements  are  provided 
for  under  section  322  and  the  President  is  authorized  to  issue  regula- 
tions necessary  to  carry  out  such  agreements. 

Section  322(b)  authorizes  the  President  to  issue  regulations  limiting 
the  quantity  of  articles  which  may  be  imported  from  countries  not 
participating  in  a  multilateral  agreement  whenever  such  an  agreement 
is  in  effect  among  countries,  including  the  United  States,  accounting 
for  a  significant  part  of  world  trade  in  the  article  concerned,  and  such 
agreement  contemplates  the  establishment  of  limitations  on  trade  in 
such  articles  which  are  produced  in  countries  which  are  not  participat- 
ing in  such  agreement.  It  is  intended  in  this  context  that  a  "significant 
part  of  world  trade"  would  be  in  excess  of  50  percent  of  such  world 
trade  in  the  article  concerned.  The  regulations  issued  by  the  President 
under  section  322(b)  may  not  provide  for  lesser  quantities  from  such 
countries  than  would  be  applicable  if  the  quota  provision  of  section 
321  applied  to  such  articles. 

A  multilateral  agreement  or  arrangement  covering  wool  and/or  man- 
made  fiber  textile  products  or  footwear  products  could  be  implemented 
under  this  section  with  respect  to  imports  from  countries  which  did 
not  participate  in  such  an  arrangement.  The  authority  provided  in 
section  322(b)  is  patterned  after  that  provided  under  section  204  of 
the  Agricultural  Act  of  1956,  as  amended  in  1962.  Any  agreement, 
whether  bilateral  or  multilateral,  would  be  concluded  under  the 
authority  of  section  322(a) ;  section  322(b)  authorizes  only  the  issuance 
of  regulations  governing  imports  from  countries  not  participating  in 
multilateral  agreements.  Section  322(a)  authorizes  the  issuance  of 
regulations  covering  imports  of  articles  from  countries  participating 
in  bilateral  or  multilateral  agreements  concluded  thereunder. 

In  determining  which  articles  are  exempted  from  quotas  as  a  result 
of  the  conclusion  of  an  agreement  under  section  322,  any  article  falling 
under  the  purview  of  such  agreement,  whether  or  not  a  specific  ceiling 
or  limitation  has  been  established  for  such  article  in  that  agreement, 
is  to  be  exempted  from  the  quota  provision  provided  that  under  the 
agreement  a  mechanism  is  established  whereby  the  entry  of  such 
article  into  the  United  States  can  be  limited.  This  applies  with  respect 
to  multilateral  as  well  as  bilateral  agreements  or  arrangements.  In 
many  U.S.  bilateral  agreements  on  cotton  textiles,  some  articles  are 
subject  to  specific  limitation  while  others  are  subject  to  consultation 
provisions.  These  latter  articles  (in  a  similarly  structured  agreement 
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pursuant  to  which  limitation  can  be  established)  could  be  exempted 
from  section  321  quotas. 

Section  322(a)  refers  to  agreements  "regulating  by  category  the 
quantities  of  *  *  *  articles  *  *  *  which  may  be  exported  to  the  United 
States  or  entered.  *  *  *"  Thus,  the  basic  thrust  of  the  agreement 
must  be  to  provide  for  a  limitation  of  quantities  of  goods  entering 
the  domestic  market,  recognizing,  however,  that  not  all  categories 
of  goods  from  all  countries  are  causing  or  threatening  disruption  of 
the  domestic  market,  and  recognizing  that  the  pattern  of  such  disrup- 
tive trade  changes.  In  the  case  of  a  multilateral  agreement  imple- 
mented under  section  322(b),  the  regulation  of  imports  will  also  apply 
to  articles  from  countries  which  are  not  party  to  such  an  agreement 
when  the  agreement  provides  a  basis  upon  which  imports  of  such 
articles  from  such  countries  can  be  controlled. 

The  amendment  provides  that  negotiated  agreements  with  foreign 
countries  will  supersede  the  quotas  that  otherwise  would  be  imposed. 
The  existing  multilateral  cotton  textile  agreement  is  specifically  given 
this  same  treatment  by  the  exclusion  of  articles  subject  to  it  for  such 
time  as  the  United  States  remains  a  party  to  that  agreement. 

The  committee  recognizes  that  substantial  administrative  discre- 
tion is  required  in  order  to  make  possible  a  negotiation  of  voluntary 
agreements  among  a  number  of  supplying  countries.  For  that  reason, 
the  bill  does  not  establish  any  limitation  on  the  quantities  of  articles 
that  may  be  exempted  from  quotas  by  reason  of  their  inclusion  in  a 
bilateral  or  multilateral  agreement.  The  direction  to  the  President 
in  this  respect  is  contained  in  Section  322  which  requires  that  in 
negotiation  of  agreements,  the  President  take  into  account  conditions 
in  the  U.S.  market,  the  need  to  avoid  disruption  of  that  market,  and 
such  other  factors  as  he  deems  appropriate  in  the  national  interest. 

ADMINISTRATIVE  PROVISIONS 

(Sec.  325  of  the  bill) 

Section  325  provides  generally  for  the  administration  of  part  B  of 
title  III.  It  incorporates  by  reference  the  rulemaking  provisions  of  the 
Administrative  Procedure  Act  (which  has  been  codified  in  title  5  of  the 
United  States  Code)  with  respect  to  all  actions  taken  under  certain 
specified  provisions.  Actions  brought  under  these  rulemaking  pro- 
cedures concern  increases  in  the  quotas,  use  of  the  more  recent  base 
quotas  for  countries  whose  exports  were  insignificant  during  the  1967- 
1969  base,  exemptions  and  terminations  of  exempt1  ons  on  the  grounds 
of  market  disruption  or  the  lack  thereof  in  accordance  with  section 
321(d)(1),  the  issuance  of  regulations  affecting  trade  of  non-participat- 
ing countries  (sec.  322(b)),  and  increases  in  imports  authorized  under 
section  323.  Also  subject  to  such  rulemaking  provisions  are  the  issu- 
ance of  regulations  by  the  Secretary  of  Commerce,  with  respect  to  the 
exclusion  of  certain  non-commercial  articles,  the  issuance  of  deter- 
minations by  the  Secretary  of  Commerce  that  certain  articles  should  be 
included  in  the  definition  of  textile  articles  under  section  326  not- 
withstanding that  they  have  been  classified  elsewhere  in  the  Tariff 
Schedules,  and  the  determination  by  the  Secretary  of  Commerce  of 
the  category  systems  for  textile  articles  or  footwear  articles  to  be 
established  for  the  purpose  of  the  administration  of  part  B  of  title  III. 
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Application  of  the  rulemaking  procedures  to  these  actions  is  intended  to 
provide  assurance  of  opportunity  for  public  comment  and  notice  of 
actions  intended  to  be  taken  as  well  as  of  those  which  have  been 
taken,  and  to  provide  for  public  hearings  where  that  is  deemed  appro- 
priate under  the  circumstances  in  accordance  with  that  act  (sub- 
chapter II  of  chapter  5  of  title  5  U.S.C.). 

In  addition,  the  bill  requires  that  all  quantitative  limitations 
established  under  part  B  of  title  III  whether  by  statute  or  by  agree- 
ment, all  exemptions  and  terminations  of  exemptions,  and  all  regula- 
tions issued  to  carry  out  title  III  be  published  in  the  Federal  Register. 
Furthermore,  to  assure  an  additional  comprehensive  source  of  infor- 
mation regarding  the  state  of  quota  limitations,  exemptions,  and 
limitations  established  under  agreements,  all  of  such  information  is  to 
be  included  on  a  continuing  basis  as  a  part  of  the  appendix  to  the  Tariff 
Schedules  of  the  United  States.  This  publication  will  also  include 
actions  taken  pursuant  to  the  Long  Term  Cotton  Textile  Arrangement. 

The  committee  believes  that  the  use  of  these  rulemaking  and  notice 
procedures  will  provide  a  sound  basis  for  the  development  of  an 
effective  public  information  program  regarding  the  operation  of  this 
part  B  of  title  III.  The  committee  expects  that  public  hearings  will  be 
held  in  connection  with  the  establishment  of  the  administrative 
machinery  for  the  quota  provisions  of  part  B  of  title  III. 

With  respect  to  the  appropriate  administration  of  quotas  on  textiles 
and  footwear  products,  the  committee  concurred  -with  the  House  that 
the  President  should  be  given  full  flexibility  and  latitude  to  develop 
regulations  providing  for  efficient  and  fair  administration  of  the  quotas. 
The  committee  expects  that  the  President  will,  consistent  with  efficient 
administration  and  to  the  extent  practical,  use  this  authority  to  provide 
for  administration  of  these  provisions  to  insure  against  inequitable 
sharing  of  imports  by  a  relatively  small  number  of  the  larger  importers. 
Additionally,  if  on  the  basis  of  the  experience  with  administering  these 
provisions,  it  is  determined  that  additional  legislative  authority  is 
required  to  provide  for  an  efficient  and  fair  administration,  it  is  ex- 
pected that  legislative  recommendations  will  be  promptly  made  to  the 
Congress. 

EXCLUSIONS 

Section  324  excludes  from  the  import  restrictions  established  in 
part  B  of  title  III  certain  articles  which  would  be  covered  by  the  defini- 
tions but  which  are  imported  under  circumstances  which  the  committee 
believes  should  not  be  subject  to  quota  limitations.  The  provisions 
referred  to  in  section  324(a)  relate  to  such  circumstances  as  the  im- 
portation of  personal  belongings  of  persons  who  have  lived  overseas, 
articles  brought  back  to  the  United  States  by  returning  tourists,  and 
similar  situations. 

The  Secretary  of  Commerce  is  authorized  to  issue  regulations  pre- 
scribing the  circumstances  under  which  articles  imported  in  non- 
commercial quantities  for  noncommercial  purposes  may  be  entered 
free  of  quota  restrictions  (sec.  324(a)).  In  this  regard  care  shall  be 
taken  not  to  exclude  from  the  quotas  samples  shipments  of  which 
are  in  the  nature  of  commercial  sales.  The  committee  intends  that 
such  regulations  may  provide  for  quota  free  imports  of  samples 
which  are  not  for  sale  or  for  use  other  than  as  samples,  and  of  other 
articles  imported  in  very  small  quantities  for  personal  use.  Section 
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324(b)  excludes  from  Part  B  of  title  III  all  articles  subject  to  the  Long 
Term  Cotton  Textiles  Arrangement  so  long  as  the  United  States  is  a 
party  thereto.  In  addition,  certain  cordage  which  is  subject  to  a 
quantitative  limitation  in  the  bilateral  agreement  with  the  Philippines 
(the  Laurel-Langley  Agreement)  is  exempted  for  such  time  as  that 
agreement  remains  in  effect. 

Section  324(c)  provides  that  section  22  of  the  Agricultural  Adjust- 
ment Act,  as  amended,  is  not  affected  by  part  B  of  title  III. 

DEFINITIONS 

(Sec.  326  of  the  bill) 

Section  326  of  the  bill  defines  the  terms  " textile  article"  and  "foot- 
wear article"  by  reference  to  the  applicable  provisions  of  the  TSUS. 

Except  as  indicated  below,  the  term  " textile  article"  is  limited  to 
any  article  classified  in  schedule  3  of  the  TSUS,  if  such  article  is 
wholly  or  in  part  of  cotton,  wool  or  other  animal  hair,  human  hair, 
man-made  fiber,  or  any  combination  or  blend  thereof,  or  cordage  of 
hard  (leaf)  fibers.  Specifically  excepted  from  the  term,  are:  raw  cotton, 
cotton  wastes  and  advanced  wastes,  and  cotton  processed  but  not 
spun;  raw  wool  or  hair,  wastes  and  advanced  wastes  of  wool  or  hair; 
wastes  and  advanced  wastes  of  man-made  fiber;  and  scrap  cordage  and 
rags.  In  addition  to  articles  classified  under  schedule  3,  the  term  in- 
cludes certain  he  ad  wear  and  gloves  provided  for  in  schedule  7,  parts 
IB  and  1C  of  the  TSUS,  if  wholly  or  in  substantial  part  of  cotton,  wool, 
or  man-made  fiber. 

In  addition,  the  Secretary  of  Commerce  is  authorized  to  control 
under  part  B  of  title  III  of  the  bill  an  article  which  would  have  been 
classified  under  one  of  the  provisions  of  the  Tariff  Schedules  referred 
to  in  section  326(1)  but  for  the  inclusion  of  some  substance  or  because 
of  processing  which  caused  it  to  be  classified  elsewhere,  in  a  provision 
of  the  Tariff  Schedules  designed  to  embrace  non textile  articles.  The 
committee  intends  that  this  provision  be  used  to  prevent  or  remedy 
the  abuse  of  the  quotas  or  agreements  by  avoidance  practices  which, 
because  of  the  requirements  of  Customs  laws  and  interpretations, 
result  in  the  article  being  classified  as  other  than  a  textile  article 
even  though  it  is  fundamentally  a  textile  article  in  use,  purpose  and 
design.  The  committee  understands  that  a  possible  current  example 
of  such  avoidance  involves  the  inclusion  of  a  small  quantity  of  asbestos 
fiber  in  a  fabric  made  in  chief  weight  of  reused  or  reprocessed  wool; 
It  is  claimed  by  importers  that  this  wool  should  be  classified  as  an 
article  in  chief  value  of  asbestos  under  item  518.21  of  the  Tariff 
Schedules.  Such  a  classification,  if  sustained,  would  remove  the 
article  from  the  specified  coverage  of  part  B  of  title  III  as  defined  in 
section  321.  In  such  a  situation,  if  the  Secretary  of  Commerce  deter- 
mined that  the  article  is,  in  a  practical  commercial  sense,  a  wool 
textile  fabric  used  interchangeably  with  articles  classified  as  such  by 
the  Bureau  of  Customs,  he  could  control  the  article  under  part  B  of 
title  III.  Prior  to  making  this  determination,  the  Secretary  must 
receive  the  advice  of  the  Secretary  of  the  Treasury  with  regard  to 
such  classification. 

Any  article  included  in  the  definition,  " textile  article"  which  is 
admitted  under  item  807.00  of  the  Tariff  Schedules  or  under  the 
appendix  to  the  Tariff  Schedules  is  also  included.  Thus,  an  article 
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which,  if  wholly  manufactured  in  a  foreign  country  of  foreign  materials 
would  be  under  quota,  but  which  has  been  manufactured  or  assembled 
in  part  of  American  fabricated  components  and  which  is  admitted 
under  item  807.00  is  covered  by  part  B  of  title  III.  The  committee 
understands  that  cotton  textile  articles  entered  under  item  807.00  are 
currently  subject  to  the  LTA  and  to  U.S.  bilateral  agreements 
thereunder. 

The  term  category  is  defined  as  a  group  of  textile  articles  or  of 
footwear  articles  as  defined  by  the  Secretary  of  Commerce  using  the 
applicable  5-  and  7-digit  item  numbers  of  the  Tariff  Schedules  of  the 
United  States,  Annotated.  The  committee  understands  that  with 
respect  to  textile  articles,  a  category  system  is  in  use  at  the  present 
time  as  the  basis  for  the  compilation  of  textile  trade  statistics  by  the 
Department  of  Commerce.  The  committee  understands  that  this  sys- 
tem will  be  proposed  for  public  comment  and  that  various  changes  in 
it  may  be  developed  as  a  result  thereof.  It  is  recognized  that  the 
development  of  such  a  category  system  can  affect  trade  levels  provided 
for  in  this  title  and  it  is  intended  by  the  committee  that  any  changes 
in  such  a  system  will  be  carefully  considered  and  that  the  public  will 
have  an  opportunity  to  comment  on  them  prior  to  their  adoption. 
Under  this  definition,  the  Secretary  of  Commerce  may  revise  the 
category  system  adopted  initially  for  purposes  of  part  B  of  title  III. 
The  committee  intends,  however,  that  such  revisions  should  be  made 
as  infrequently  as  practicable  in  light  of  trade  conditions,  recognizing 
the  value  of  a  continuing  and  consistent  system.  The  committee  notes 
that  the  category  system  used  by  the  United  States  in  its  implementa- 
tion of  the  Long  Term  Cotton  Textile  Arrangement  has  been  revised 
only  once  since  its  original  promulgation  in  1961. 

The  term  "produced"  is  defined  to  mean  produced  or  manufac- 
tured, and  as  such  incorporates  the  standard  used  in  determining  the 
country  of  origin  of  an  imported  article  for  U.S.  customs  purposes. 
Thus,  in  setting  base  levels,  exemptions,  or  other  controls  "by  coun- 
try," part  B  of  title  III  relies  on  the  existing  U.S.  customs  determina- 
tions of  country  of  origin  of  the  articles  in  question. 

TERMINATION 

(Sec.  331  of  the  bill) 

Subpart  2  of  part  B  provides  that  the  title  will  expire  at  the  close 
of  July  1,  1976,  unless  the  President  extends  it  in  whole  or  in  part 
prior  to  such  time. 

The  President  is  authorized  to  make  such  an  extension  for  additional 
periods  not  to  exceed  more  than  5  years  at  any  one  time  if  he  deter- 
mines that  such  extension  is  in  the  national  interest.  In  making  such 
determination,  the  President  shall  seek  the  advice  of  the  Tariff  Com- 
mission and  of  the  Secretary  of  Commerce  and  the  Secretary  of  Labor 
in  addition  to  such  other  advice  as  he  may  wish  to  seek.  The  President 
is  required  to  report  to  the  Congress  with  respect  to  any  action  taken 
by  him  under  this  provision.  Section  331(d)  provides  that  arrange- 
ments of  agreements  included  prior  to  the  termination  of  part  B  of 
title  III  shall  remain  in  effect  beyond  such  termination  date  if  their 
terms  so  provide,  and  that  any  regulations  issued  under  section  322  in 
connection  with  such  agreements  would  similarly  remain  in  effect. 
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D.  ANTIDUMPING  AND  COUNTERVAILING  DUTY  PROVISIONS 

(Subpart  1  of  Part  C  of  Title  III) 
Antidumping  Procedures 
(Sec.  341  of  the  bill) 

Section  341  of  the  bill  would  amend  procedures  under  the  Anti- 
dumping Act  to  require  the  Secretary  of  the  Treasury  to  decide, 
within  four  months  after  a  question  of  dumping  is  properly  raised  by 
or  presented  to  him,  whether  withholding  of  appraisement  of  affected 
merchandise  should  be  ordered.  In  exceptional  circumstances  the 
Secretary  may  have  an  additional  period  of  90  days  if  he  publishes 
the  reasons  for  this  extra  time  within  60  days  after  receiving  a  com- 
plaint. It  is  intended  that  this  "extra"  time  would  be  used  by  the 
Secretary  only  in  extraordinary  circumstances  in  which  the  case  is  so 
complex  that  it  would  be  impossible  to  make  a  reasonable  determina- 
tion within  only  4  months.  The  significance  of  withholding  of  ap- 
praisement is  that,  if  there  is  later  a  finding  of  dumping:,  the  assessment 
of  dumping  duties  is  effective  as  of  the  date  of  withholding.  If  the 
Secretary's  decision  is  affirmative,  it  will  be  published  in  the  Federal 
Register  and  the  withholding  of  appraisement  made  effective  to 
affected  merchandise  entered,  or  withdrawn  from  warehouse,  for 
consumption  on  or  after  the  date  of  publication  of  that  notice  in  the 
Federal  Register. 

If  the  Secretary's  decision  is  negative,  it  too  will  be  published  in 
the  Federal  Register.  A  negative  decision  in  this  respect  will  be 
accomplished  by  a  tentative  determination  that  the  merchandise 
is  not  being  or  likely  to  be  sold  below  its  fair  value.  The  bill  provides 
that,  within  a  period  of  up  to  three  months  after  the  tentative  negative 
determination  is  published,  the  Treasury  Department  may  order  the 
withholding  of  appraisement  if  it  has  reason  to  believe  or  suspect  that 
sales  below  fair  value  are  taking  place.  Alternatively,  the  Treasury 
Department  will  publish  a  final  negative  determination  of  sales  at  less 
than  fair  value.  Under  the  Treasury's  present  practice  and  that  con- 
templated in  the  future,  interested  persons  are  given  an  opportunity 
to  request  an  informal  hearing  on  the  merits  of  a  withholding  of 
appraisement  or  a  tentative  negative  determination. 

The  committee  is  informed  that  the  Treasury  regulations  will  be 
amended  to  provide  that  the  Commissioner  of  Customs  will  decide, 
within  30  days  after  the  information  is  first  received,  whether  or  not 
a  formal  investigation  regarding  alleged  dumping  should  be  opened. 
If  he  decides  that  a  formal  investigation  should  be  opened,  he  will 
publish  a  notice  to  that  effect  in  the  Federal  Register.  The  date  of 
publication  will  constitute  the  date  on  which  the  question  of  dumping 
is  raised  or  presented  and  trigger  the  commencement  of  the  four- 
month  period  within  which  the  Secretary  must  decide  in  the  first 
instance  whether  or  not  to  order  the  withholding  of  appraisement. 

The  foregoing  changes  will  impose  specific  time  limitations  on  the 
Treasury  Department  within  which  it  must  make  a  decision  regarding 
sales  below  fair  value.  This  is  in  sharp  contrast  with  present  procedures 
where  such  decisions  sometimes  take  two  years  or  even  longer. 

The  committee  recognizes  that  substantial  Customs  manpower 
will  be  needed  to  carry  out  the  provisions  of  the  committee's  amend- 
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ments.  Present  preliminary  estimates  by  Treasury  call  for  about  40 
more  expert  technicians,  plus  additional  supporting  personnel  and 
the  funding  required  for  necessary  office  space,  equipment,  allowances 
for  foreign  and  domestic  travel  and  similar  incidental  administrative 
expenses.  Moreover,  extensive  planning  will  be  necessary  to  permit  an 
orderly  implementation  of  these  amendments.  For  these  reasons,  your 
committee  has  determined  that  the  amendments  made  by  section 
341(a)  should  not  be  effective  until  180  days  after  the  date  of  enact- 
ment of  the  bill. 

The  committee  feels  that  these  new  abbreviated  procedures  are 
essential  to  effectively  protect  American  industry  from  dumping. 
Under  the  current  Treasury  procedures  which  make  possible  long, 
drawn-out  dumping  investigations,  the  affected  U.S.  industry  may 
be  irreparably  damaged  before  the  dumping  is  halted.  The  committee, 
therefore,  considers  it  imperative  that  the  time  taken  by  the  Treasury 
in  connection  with  its  antidumping  investigations  be  reduced. 

At  the  same  time  the  committee  considers  it  important  that  pro- 
cedures not  be  abbreviated  to  such  a  degree  that  would  prevent  the 
Treasury  Department  from  reaching  a  sound  and  well-based  decision. 
Deadlines  for  furnishing  information,  and  rebutting  information 
furnished,  whether  by  American  producers,  foreign  manufacturers 
oi  American  importers  will  in  many  instances  create  hardships,  but 
nevertheless  will  have  to  be  adhered  to  strictly.  If  the  Treasury  fails 
to  receive  requested  information  within  the  prescribed  time  limits, 
it  will  be  compelled  to  act  on  the  basis  of  the  best  information  avail- 
able to  it.  The  committee  recognizes  this  as  a  price  that  will  have  to 
be  paid  for  the  changes  in  antidumping  investigation  procedures 
called  for  in  the  present  bill.  It  is  the  opinion  of  the  committee  that 
the  abbreviated  procedures  provided  for  in  the  bill  represent  a 
reasonable  compromise  of  the  interests  involved. 

Section  341(b)  would  adopt  in  the  law  the  substance  of  the 
existing  Treasury  Department  practice,  as  reflected  in  section  153.3(b) 
of  the  Treasury  regulations  (19  CFR  153.5(b)),  under  which  de- 
cisions regarding  dumping  are  made  with  respect  to  merchandise 
from  State-controlled  economy  countries.  From  time  to  time,  a  case 
arises  in  which  the  information  indicates  that  the  economy  of  the 
country,  from  which  the  merchandise  is  exported,  is  controlled  to  an 
extent  that  determinations  cannot  be  made  in  accordance  with  the 
usual  technical  rules.  The  amendment  would  confirm  the  Treasury 
practice  under  which  the  Secretary  makes  the  necessary  dumping 
determinations  with  respect  to  State-controlled  economy  countries 
based  on  prices  at  which  such  or  similar  merchandise  of  a  non-State- 
controlled  economy  country  is  sold  either  for  consumption  in  its  home 
market  or  to  other  countries,  or  based  on  the  constructed  value  of  such 
or  similar  merchandise  in  a  non-State-controlled  economy  country. 

The  committee  also  amended  section  210  of  the  Antidumping  Act 
to  provide  domestic  producers  with  the  same  rights  to  judicial  review 
in  the  Customs  Courts  that  are  afforded  to  importers  under  existing 
law. 

Importers  involved  in  antidumping  proceedings  have  the  right 
under  section  210  to  judicial  review,  m  the  Customs  Court  and  the 
Court  of  Customs  and  Patent  Appeals,  of  both  dumping  determina- 
tions by  the  Treasury  Department  and  injury  determinations  by  the 
Tariff  Commission.  This  right  of  review  has  been  frequently  used  by 
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importers,  and  in  fact  the  Customs  Courts  have  accepted  jurisdiction 
in  a  number  of  cases  for  review  of  Treasury  Department  and  Tariff 
Commission  antidumping?  determinations. 

On  the  other  hand,  the  domestic  industries  involved  in  antidumping 
cases  do  not  have  such  a  clear  right  to  judicial  review  in  the  Customs 
Courts.  The  law  appears  to  limit  such  review  to  importers.  Further, 
the  Federal  Courts  have  concluded  that  they  lack  jurisdiction  to  review 
an  antidumping  determination  by  the  Secretary  of  Treasury.  North 
American  Cement  Corp.  v.  Anderson,  284  F.2d  591  (D.C.  Cir.  1960). 

In  hearings  on  the  International  Antidumping  Code  before  the  Sen- 
ate Finance  Committee  in  June  1968,  the  General  Counsel  of  the 
Treasurv  Department  and  the  General  Counsel  of  the  Office  of  the 
Special  Trade  Representative  suggested  that  judicial  review  might  be 
available  to  domestic  industries  under  the  existing  law,  although  this 
was  not  clear.  In  a  memorandum  submitted  by  the  Executive  Branch 
in  connection  with  the  hearings,  it  was  stated  that : 

It  cannot  be  stated  categorically  that  the  Customs  Courts 
would  or  would  not  have  jurisdiction  over  actions  brought  by 
domestic  producers  to  challenge  the  consistency  of  the  Code 
with  the  Act.  As  far  as  we  are  able  to  determine,  no  domestic 
producer  has  ever  attempted  to  invoke  the  jurisdiction  of  the 
Customs  Court  under  19  IT.S.C.  1516  in  a  clumping  proceed- 
ing. The  court,  therefore,  has  never  had  occasion  to  pass  on 
the  question  of  jurisdiction. 

Absent  a  decision  by  the  Customs  Courts  on  the  issue, 
however,  there  is  no  apparent  reason  to  doubt  that  the  court 
does  have  such  jurisdiction,  bearing  in  mind  the  issue  of 
consistency  of  the  Code  with  the  statute  would  raise  questions 
relating  to  whether  the  administrative  action  was  taken  with- 
in the  framework  of  the  statute.  Section  210  of  the  Anti- 
dumping Act,  1921,  itself  appears  to  provide  that  the 
Customs  Courts  shall  have  the  same  jurisdiction,  powers,  and 
duties  in  connection  with  appeals  and  protests  relating  to 
dumping  duties  as  those  courts  have  in  the  case  of  appeals 
protests  relating  to  customs  duties  under  existing  law.  And 
section  516  of  the  Tariff  Act  of  1930  (19  IT.S.C.  1516)  gives 
domestic  producers  the  right  to  contest  in  the  Customs  Courts 
administrative  decisions  relating  to  appraised  value  and  clas- 
sification of  imported  merchandise.  (Hearings  page  191.) 

In  anv  event,  it  is  considered  desirable  by  the  committee  to  clarify 
that  judicial  review  is  available  to  a  domestic  industry  in  an  anti- 
dumping proceeding.  Judicial  review  is  provided  to  both  parties  in 
practically  every  other  statute  involving  an  administrative  deter- 
mination and  administrative  relief. 

Countervailing  Duty  Procedures 
(Sec.  342  of  the  bill) 

Section  342  of  the  bill  would  amend  section  303  of  the  Tariff  Act  of 
1930  in  a  number  of  important  respects.  Section  303  is  the  statute 
under  which  the  Secretary  of  the  Treasury  determines  whether  im- 
ported foreign  articles  receive  a  "bounty  or  grant."  The  Secretary  is 
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required  to  ascertain  and  determine,  or  estimate  the  net  amount  of 
any  bounty  or  grant,  and  is  required  to  declare  the  net  amounts  so 
determined  and  order  the  imposition  of  countervailing  duties. 

Although  the  present  statute  is  mandatory  in  terms,  it  does  not 
compel  the  Secretary  to  act  within  any  specified  period  of  time.  The 
committee's  amendment  to  the  existing  law  would  impose  on  the 
Secretary  of  the  Treasury  the  responsibility  to  make  his  determina- 
tions as  to  whether  a  bounty  or  grant  exists  within  twelve  months 
after  the  question  is  presented  to  him. 

Existing  Treasury  regulations  call  for  certain  types  of  information 
to  be  presented  by  a  person  who  alleges  that  an  imported  article  is 
receiving  a  bounty  or  grant.  The  regulations  provide  that  such  com- 
munications should  include  a  full  statement  of  the  reasons  for  the 
belief  that  a  bounty  or  grant  is  being  paid  or  bestowed,  a  detailed 
description  or  sample  of  the  merchandise  and  all  pertinent  facts  ob- 
tainable as  to  any  bounty  or  grant  alleged  to  be  paid  or  bestowed  with 
respect  to  the  merchandise.  The  regulations  go  on  to  provide,  among 
other  things,  that  the  Commissioner  of  Customs  will  review  the 
information  submitted,  and  if  he  determines  that  it  is  patently  in 
error,  he  will  so  advise  the  person  who  submitted  it  and  close  the  case: 
otherwise  he  will  proceed  with  an  investigation. 

The  committee  is  advised  by  the  Treasury  Department  that  its 
regulations  will  be  amended  to  require  the  Commissioner  of  Customs 
to  determine,  within  30  days  after  the  information  is  first  received, 
whether  the  information  submitted  is  adequate  under  the  regulations 
to  enable  Customs  to  proceed  with  the  matter.  The  new  regulations 
will  also  provide  that  the  person  submitting  the  information  will  be 
advised  in  writing  within  the  30  days  whether  or  not  Customs  will 
proceed  with  the  inquiry.  If  the  information  submitted  is  inadequate, 
Customs'  advice  to  the  person  furnishing  it  will  include  a  statement  of 
the  reasons  why.  The  date  of  affirmative  advice  would  be  "the  date 
on  which  the  question  is  presented"  for  purposes  of  triggering  the  com- 
mencement of  the  12-month  period  within  which  the  amendment 
would  require  the  Secretary  to  act. 

The  12-month  limitation  would  be  applicable  only  with  respect  to 
questions  presented  on  and  after  the  date  of  enactment  of  the  bill. 
Any  inquiries  relating  to  the  application  of  countervailing  duties  which 
are  already  pending  in  the  Treasury  Department  on  the  date  of  the 
enactment  of  the  bill  will  not  be  affected  by  the  12-month  limitation 
for  action.  However,  the  Treasury  Department  has  agreed  to  make 
all  reasonable  efforts  to  proceed  with  such  inquiries  as  promptly  as 
possible. 

The  present  statute  is  mandatory,  in  that  the  Secretary  is  required 
to  apply  countervailing  duties  to  dutiable  merchandise  which  benefits 
from  a  bounty  or  grant.  Section  302(a)  would  extend  the  provisions 
of  the  statute  to  nondutiable  items.  However,  in  the  case  of  non- 
dutiable  items,  there  will  be  an  additional  requirement  of  a  determina- 
tion by  the  Tariff  Commission  that  an  industry  in  the  United  States  is 
being,  or  is  likely  to  be,  injured,  or  is  prevented  from  being  established, 
as  a  result  of  the  importations  benefiting  from  the  bounty  or  grant. 
The  Tariff  Commission  is  required  under  the  bill  to  make  an  injury 
determination  with  respect  to  nondutiable  imports  within  three 
months  after  the  initial  determination  by  the  Secretary  of  the  Treasury 
that  a  bounty  or  grant  is  being  paid  or  bestowed.  This  language  con- 


280 


f erring  jurisdiction  on  the  Tariff  Commission  was  derived  verbatim 
from  the  Antidumping  Act,  1921,  and  is  intended  to  have  the  same 
meaning. 

There  is  no  requirement  in  the  existing  statute  that  a  U.S.  industry 
be  injured  as  a  result  of  imported  foreign  merchandise  benefiting 
from  a  bounty  or  grant  before  countervailing  duties  are  to  be  imposed. 
The  committee  determined  that  there  should  continue  to  be  no  such 
requirement  at  this  time  with  respect  to  dutiable  imports. 

The  bill  also  provides  for  suspension  of  liquidation  in  the  event  the 
Secretary  of  the  Treasury  determines  a  bounty  or  grant  exists  with 
respect  to  nondutiable  imports.  The  suspension  would  take  effect 
with  respect  to  merchandise  entered,  or  withdrawn  from  warehouse 
for  consumption,  on  or  after  the  30th  day  after  publication  in  the 
Federal  Register  of  the  Secretary's  determination  of  the  existence  of  a 
bounty  or  grant.  The  significance  of  this  suspension  is  that  if  there 
is  later  a  determination  of  injury  by  the  Tariff  Commission,  the  sub- 
sequent countervailing  duty  order,  requiring  the  assessment  of  duties 
equivalent  to  the  amount  of  the  bounty  or  grant,  issued  by  the 
Secretary  of  the  Treasury  following  the  Tariff  Commission's  deter- 
mination of  injury,  would  be  effective  as  of  the  date  of  suspension 
of  liquidation. 

Section  342  of  the  bill  also  provides  that  all  determinations  by  the 
Secretary  with  respect  to  the  existence  of  a  bounty  or  grant  and  all 
determinations  by  the  Tariff  Commission  with  respect  to  injury  will 
be  published  in  the  Federal  Register.  Under  the  current  Treasury 
practice,  countervailing  duty  orders  become  effective  30  days  after 
publication  in  the  Customs  Bulletin.  Accordingly,  this  new  provision 
will  advance  by  two  or  three  weeks  the  date  orders  become  effective  by 
avoiding  present  printing  lead  time  lags  in  publication  of  the  Customs 
Bulletin. 

As  under  existing  practice  countervailing  duty  orders  issued  by  the 
Secretary  of  the  Treasury  with  respect  to  dutiable  items  will  apply  to 
items  entered  or  withdrawn  on  or  after  the  30  th  day  after  publication 
of  the  Secretary's  affirmative  determination  of  the  existence  of  a 
bounty  or  grant.  Such  orders  will  so  apply  in  the  case  of  nondutiable 
items  if  an  affirmative  determination  is  made  with  respect  to  such 
items  by  the  Tariff  Commission  under  new  section  303(b). 

The  committee  amendment  to  the  existing  law  would  also  add  a  new 
subsection  (d)  to  section  303  of  the  Tariff  Act  having  the  effect  of 
giving  the  Secretary  of  the  Treasury  some  discretion  in  applying  the 
countervailing  duty  law  to  an  article  which  is  subject  to  quota  restric- 
tions or  to  an  article  whose  exportation  to  the  United  States  is  limited 
by  an  arrangement  or  agreement  entered  by  the  Government  of  the 
United  States.  The  bill  provides  that  no  countervailing  duty  shall  be 
imposed  on  such  an  article  unless  the  Secretary  determines,  after 
seeking  information  and  advice  from  such  agencies  as  he  may  deem 
appropriate,  that  such  quantitative  limitation  is  not  an  adequate 
substitute  for  the  imposition  of  the  countervailing  duty. 

For  purposes  of  the  discretionary  authority  under  the  new  sub- 
section (d),  the  Secretary  of  the  Treasury  will  make  his  determina- 
tions on  an  article-by-article  basis,  and  not  on  the  basis  of  overall 
class.  For  example,  if  dairy  products  as  a  class  are  subsidized  by  a 
particular  country  but  all  products  in  such  class  are  not  subject  to 
U.S.  quota  restrictions,  the  discretionary  authority  under  subsection 
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(d)  would  be  applicable  only  with  respect  to  the  dairy  products 
described  in  the  U.S.  quota  provisions  of  part  3  of  the  appendix  to 
the  TSUS.  Thus,  in  the  case  of  a  quantitative  limitation  on  a  subsi- 
dized article  which  applies  only  if  the  price  of  the  article  does  not 
exceed  a  stipulated  value,  the  discretionary  authority  of  the  Secretary 
would  not  be  applicable  to  imports  of  such  article  in  cases  where  the 
price  exceeds  the  stipulated  value. 

The  committee  recognizes  that  applicability  of  the  countervailing 
duty  law  on  a  mandatory  basis  to  foreign  articles  benefiting  from  the 
payment  or  bestowal  of  a  bounty  or  grant  by  developing  countries 
may  present  a  special  problem  requiring  further  consideration.  It 
plans  to  examine  this  question  at  a  later  date  in  connection  with  a 
general  review  of  problems  affecting  the  developing  countries. 

The  committee  is  also  aware  of  the  Supreme  Court  cases,  and  a 
recent  Customs  Court  case  which  has  interpreted  the  words  "bounty" 
or  "grant"  to  apply  to  virtually  all  subsidies,  including  the  rebate  of 
indirect  taxes.  The  committee  has  requested  in  section  361  of  t  lis 
title,  a  thorough  study  of  the  border  tax — export  rebate  system  of  the 
European  Economic  Community  with  particular  reference  to  U.S. 
countervailing  duty  laws. 

The  committee's  amendments  preserve  the  authority  of-  ther 
Secretary  to  meet  situations  where  the  net  amount  of  a  bounty  or 
grant  changes  from  time  to  time.  As  under  present  law  the  Secretary, 
having  once  determined  that  a  bounty  or  grant  exists  and  having 
declared  the  net  amount  of  the  bounty  or  grant,  will  continue  to  be 
authorized  to  order  appropriate  changes  in  the  net  amount,  making 
the  changes  effective  as  the  facts  of  the  particular  case  dictate.  For 
example,  under  present  law  there  is  no  requirement  that  changed 
amounts  of  bounties  or  grants  be  made  effective  only  after  a  30-day 
delay.  To  the  contrary,  the  changed  net  amount,  whether  an  increase 
or  decrease,  would  become  effective  as  of  the  time  the  change  occurred. 

Similarly,  in  a  situation  where  the  Secretary  has  determined  that 
nondutiable  merchandise  benefits  from  a  bounty  or  grant  and  the 
Tariff  Commission  has  made  an  affirmative  determination  of  injury  in 
the  case,  and  countervailing  duties  are  being  assessed,  if  subsequently 
the  amount  of  the  bounty,  and  therefore  the  amount  of  the  counter- 
vailing duty  changes,  the  Secretary  is  not  required  to  refer  the  matter 
again  to  the  Tariff  Commission  for  a  further  injury  determination. 
Instead,  the  countervailing  duties  may  be  assessed  and  collected  at  the 
new  rate. 

The  committee  has  determined  that  the  effective  date  of  the 
provisions  of  the  bill  amending  the  countervailing  duty  procedures 
should  be  the  date  of  enactment  of  the  bill. 

E.  TARIFF  COMMISSION 

(Sec.  351  of  the  bill) 

The  Tariff  Commission,  which  was  established  in  1916,  is  a  perma- 
nent independent  nonpartisan  body  whose  principal  function  is  to 
provide  technical  and  fact-finding  assistance  to  the  Congress  and  the 
President  upon  the  basis  of  which  trade  policies  may  be  determined. 
The  committee  strongly  believes  in  the  need  to  prevent  the  Com- 
mission from  being  transformed  into  a  partisan  body.  For  this  reason 
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the  committee  preserved  the  present  membership  of  the  Commission 
at  six,  no  more  than  three  of  whom  can  be  of  any  one  political  party. 
The  committee  emphasizes  that  the  Commission  and  its  staff  must  be 
selected  on  the  basis  of  merit.  In  this  connection,  the  committee  calls 
attention  to  the  provision  in  section  330(a)  that — 

No  person  shall  be  eligible  for  appointment  as  a  commis- 
sioner unless  he  is  a  citizen  of  the  United  States  and,  in  the 
judgment  of  the  President,  is  possessed  of  qualifications 
requisite  for  developing  expert  knowledge  of  tariff  problems 
and  efficiency  in  administering  the  provisions  of  Part  II  of 
this  title. 

In  addition,  the  committee  finds  that  it  is  imperative  that  measures 
be  taken  at  once  to  strengthen  the  Commission  not  only  in  the  interest 
of  assuring  adequate-staff  and  facilities  to  handle  its  current  work 
load  which  is  increasing  considerably,  but  also  to  prevent  its  inevitably 
being  overwhelmed  by  the  additional  responsibilities  imposed  upon  it 
by  this  bill.  From  testimony  received  in  the  public  hearings,  from 
discussions  in  executive  session,  as  well  as  from  other  evidence,  it  is 
manifestly  clear  to  the  committee  that,  in  making  policy  determina- 
tions respecting  trade,  the  Congress  and  the  Executive  are  far  too 
often  severely  handicapped  by  the  lack  of  the  requisite  relevant 
background  information. 

As  indicated,  the  Tariff  Commission  was  created  by  the  Congress, 
for  the  very  purpose  of  assisting  the  Congress  and  the  Executive  in 
their  determinations  with  respect  to  foreign  trade  policy.  The  broad 
jurisdiction  of  the  Commission  in  regard  to  the  international  trade  of 
the  United  States  is  shown  by  section  332(b),  Tariff  Act  of  1930, 
which  provides — 

The  Commission  shall  have  power  to  investigate  the 
tariff  relations  between  the  United  States  and  foreign 
countries,  commercial  treaties,  preferential  provisions,  eco- 
nomic alliances,  the  effect  of  export  bounties  and  preferen- 
tial transportation  rates,  the  volume  of  importations  com- 
pared with  domestic  production  and  consumption,  and 
conditions,  causes,  and  effects  relating  to  competition  of 
foreign  industries  with  those  of  the  United  States,  including 
dumping  and  cost  of  production. 

Due  to  budgetary  restrictions  over  a  period  of  years,  the  Commis- 
sion is  not  adequately  staffed  or  equipped  to  exercise  even  in  a  modest 
way  its  statutory  investigative  powers.  The  committee  notes  with 
concern,  for  example,  that,  notwithstanding  the  fact  that  trade  and 
trade  problems  are  at  a  historic  high  point  with  resulting  increased 
demands  upon  the  Commission,  its  staff  has  been  undergoing  a  sys- 
tematic attrition  by  28  percent  since  1966  (from  278  to  200).  This 
staffing  contrasts  with  an  average  of  315  in  the  five-year  period  1931-35 
when  imports  under  the  Tariff  Act  of  1930  were  at  their  lowest  point. 
The  consequences  of  this  strict  budgetary  policy  has  been  low  staff 
morale,  loss  of  staff  by  resignations  and  transfers,  and  extreme 
difficulties  in  recruiting.  Consequently,  the  committee  amendment 
identifies  the  Tariff  Commission  more  closely  as  a  Federal  agency 
independent  from  the  executive  departments  thus  placing  its  budget 
authority  directly  under  control  of  Congress,  and  removing  the  possi- 
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bility  of  its  being  reorganized  by  Executive  action.  Under  the  com- 
mittee amendment  there  would  be  no  change  in  the  President's 
authority  to  appoint  Commissioners,  by  and  with  the  advice  and 
consent  of  the  Senate,  in  the  duties  or  functions  of  the  Tariff  Com- 
mission, or  in  the  right  of  the  executive  branch  or  the  Congress  to 
call  upon  the  Commission  for  special  studies  or  investigations.  Nor 
would  there  be  any  change  in  the  application  of  other  existing  pro- 
visions of  law,  including  section  331(b)  of  the  Tariff  Act  of  1930, 
which  relates  to  the  status  of  Commission  employees  under  the  civil 
service  law. 

The  committee  strongly  believes  that  the  only  way  to  preserve  the 
strict  "independence"  of  the  Commission  from  unwarranted  inter- 
ference or  influence  by  the  executive  branch  is  to  place  its  budget 
directly  under  the  control  of  the  Congress.  In  this  regard,  the  com- 
mittee had  asked  the  General  Accounting  Office  to  study  the  Tariff 
Commission.  The  GAO  report  indicated  that  at  the  very  time  when 
its  workload  was  increasing  sharply,  the  Bureau  of  the  Budget  was 
severely  cutting  back  on  the  Commission's  requests  to  Congress.  At 
the  same  time,  the  executive  was  adding  tremendously  to  the  work- 
load of  the  Commission  by  requesting  long  and  complex  studies.  It 
would  appear  that  the  executive  branch  has  placed  a  low  premium 
on  the  value  of  the  Tariff  Commission  in  its  budget  request,  but  a  high 
premium  on  the  Commission's  ability  to  make  the  thorough  studies 
and  investigations  in  the  face  of  a  cutback  in  personnel.  This  appears 
contradictory. 

In  the  interests  of  establishing  a  career-type  service  for  professional 
employees  of  the  Commission  and  to  enable  the  Commission  to  be 
competitive  with  other  agencies  in  hiring  its  staff,  the  committee  is 
of  the  view  that  the  Commission  should  be  allocated  a  reasonable 
number  of  super  grade  positions  and  should  be  provided  with  sufficient 
funds  to  the  end  that  the  Commission  will  have  adequate  staff,  grade, 
structure,  and  facilities  to  carry  out  its  assigned  duties. 

The  enactment  of  the  Trade  Act  of  1970  would  add  considerably 
to  the  Commission's  workload.  The  relaxation  of  the  criteria  for 
tariff  adjustment  and  for  adjustment  assistance  for  firms  and  Avorkers 
will  undoubtedly  lead  to  numerous  petitions  being  filed  for  investi- 
gations by  the  Tariff  Commission.  This  legislation  is  expected  to 
greatly  increase  the  Commission's  investigative  workload  and  many 
of  its  investigations  must  be  performed  within  strict  time  deadlines. 

The  intelligent  formulation  of  trade  policy  by  the  executive  and  the 
legislative  branches  is  impossible  without  the  development  of  the 
factual  data  on  which  these  policies  are  based.  The  Tariff  Commission 
is  the  agency  primarily  charged  with  this  responsibility,  and  with 
staff  expertise  and  continuity  of  personnel  is  ideally  suited  to  do  so. 
Additionally,  the  Tariff  Commission,  through  its  hearing  procedures, 
adjudicates  cases  of  utmost  importance  to  the  parties  concerned  as 
well  as  the  Nation.  Performance  of  these  responsibilities  in  accordance 
with  the  highest  professional  standards  is  absolutely  essential.  The 
committee  therefore  strongly  emphasizes  the  need  to  provide  the 
Tariff  Commission  with  the  adequate  staff  and  facilities  to  meet  this 
high  standard. 

In  connection  with  its  oversight  review  of  U.S.  foreign  trade  policies, 
the  committee's  bill  directs  the  Tariff  Commission  to  undertake  studies 
on  certain  important  issues  relating  to  U.S.  trade  policy.  (See  Section 
362.) 
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F.  STUDIES  OF  UNITED  STATES  TRADE  POLICIES 

Comprehensive  Study  by  the  President 

(Section  361) 

There  is  no  statutory  recognition  of  GATT.  The  Executive  never 
submitted  the  GATT  to  the  Congress  either  for  its  advice  and  consent 
or  for  implementing  legislation.  United  States  participation  is  through 
the  signing  in  1947  of  the  "Protocol  of  Provisional  Application."  In 
trade  agreement  authorizations  the  Congress  has  often  put  a  disclaimer 
regarding  GATT;  e.g.,  "The  enactment  of  this  Act  shall  not  be  con- 
strued to  determine  or  indicate  the  approval  or  disapproval  by  the 
Congress  of  Executive  Agreement  known  as  the  General  Agreement  on 
Tariffs  and  Trade".  The  United  States  share  of  GATT  expenses  cur- 
rently comes  through  the  contingency  fund  of  the  Department  of 
State. 

The  committee  strongly  believes  that  a  direct  appropriation  for  the 
United  States  share  of  GATT  expenses  sought  by  the  Executive  would 
be  a  direct  recognition  of  the  GATT  agreement,  including  the  possible 
interpretation  that  in  such  a  recognition,  Congress  is  expressing  its 
approval  of  GATT  provisions  and  interpretations.  Consequently,  the 
Committee  deleted  a  provision  from  the  House  version  of  the  Trade 
Act  of  1970  which  would  have  authorized  the  United  States  share  of 
GATT  expenses. 

There  are  a  number  of  outstanding  problems  in  the  field  of  inter- 
national trade  which  require  intensive  study. 

The  presently  constituted  GATT  Agreement  contains  certain 
provisions  that  were  written  in  1947  when  the  United  States  had  an 
overwhelmingly  dominant  position  in  world  trade.  Some  of  these  pro- 
visions were  designed  to  put  dollars  into  the  hands  of  the  then  war- 
torn  European  countries.  In  1947  we  had  a  $10  billion  trade  suiplus, 
and  $25  billion  in  gold  with  only  $7.6  billion  in  liquid  foreign  claims 
against  that  gold;  in  1970  our  trade  surplus  has  virtually  disappeared, 
our  gold  stock  has  been  reduced  to  about  $11  billion,  and  foreigners 
have  $42  billion  in  liquid  claims  against  our  remaining  gold  stock. 
In  the  light  of  the  changed  international  economic  conditions  since 
1947  the  committee  questions  whether  these  provisions  offer  the 
United  States  full  reciprocity  in  international  trade.  For  example, 
the  GATT  permission  to  rebate  "indirect"  taxes  on  exports  and  to 
apply  border  taxes  on  imports  in  the  case  of  "indirect"  taxes,  but  to 
deny  comparable  treatment  for  "direct"  taxes  (such  as  the  U.S.  in- 
come tax)  is  an  example  of  lack  of  balance  and  reciprocity  in  the 
agreement. 

In  addition,  the  GATT  appears  to  allow  European  countries  to 
enter  into  special  commercial  arrangements  with  other  countries  in 
violation  of  the  most-favored-nation  principle.  The  GATT  fails  to 
adequately  deal  with  the  question  of  agricultural  trade. 

Studies  on  GA  TT. — Therefore,  the  committee  requests  the  Executiye 
to  do  a  thorough  study  of  all  GATT  provisions  by  December  31,  1971. 
Such  a  study  would  include,  but  not  be  limited  to — 

(1)  The  most-favored-nation  (MFN)  principle  and  the  exceptions 
thereto;  their  effect  of  MFN  exceptions  on  intra-regional  and  extra- 
regional  trade  where  common  markets  and  free  trade  areas  are 
concerned ; 
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(2)  The  GATT  provisions  and  interpretations  on  export  subsidies 
and  border  taxes,  the  rationale  underlying  the  differing  treatment  of 
"direct"  and  "indirect"  taxes  insofar  as  border  tax  adjustments  are 
concerned,  and  the  U.S.  negotiating  position  on  border  tax 
adjustments; 

(3)  The  adequacy  of  GATT  provisions  dealing  with  agriculture; 

(4)  The  adequacy  of  the  balance  of  payments  exceptions  in  Article 
XII  of  GATT; 

(5)  The  GATT  provisions  on  unfair  trade  practices,  fair  inter- 
national labor  standards,  and  relief  from  injurious  imports; 

(6)  The  GATT  provisions  on  "compensation"  and  "retaliation". 
Other  Important  Trade  Issues. — In  addition  to  the  above  study  of 

GATT  provisions  the  Committee  requests  a  detailed  study  by  the 
Executive  by  December  31,  1971,  of  its  plans  for  negotiating  the  elimi- 
nation (or  reduction)  of  foreign  nontariff  barriers  including : 

(1)  The  quantitive  restrictions  that  remain  in  effect  in  many 
countries  such  as  Japan; 

(2)  The  common  agricultural  policy  of  the  EEC ; 

(3)  The  border  tax-export  rebate  system  of  the  EEC,  and  the 
reasons  why  indirect  tax  rebates  on  exports  are  not  considered 
"bounties  or  grants"  within  the  meaning  of  the  countervailing 
duty  statute  as  interpreted  by  Supreme  Court  cases.2 

(4)  Discriminatory  government  procurement  policies; 

(5)  The  probable  effects  of  British  entry  into  the  Common 
Market  on  U.S.  trade  and  balance  of  payments; 

(6)  The  effect  of  foreign  exchange-rate  changes  on  United 
States  trade  and  tariff  concessions;  and 


2  The  case  of  Nicholas  and  Co.,  v.  U.S.  (G.  S.  Nichols  &  Co.  v.  United  States  249  U.S.  34  (1919)  represent 
a  landmark  decision  in  the  area  of  countervailing  duties.  The  question  in  the  Nicholas  case  was  whether  a 
certain  sum  of  money  paid  by  the  British  government  to  its  exporters  on  the  exportation  of  certain  British 
alcoholic  spirits  amounted  to  a  direct  or  indirect  bounty  or  grant  under  the  terms  of  paragraph  E  of  §  4,  Tariff 
Act  of  1913. 

"The  statute  was  addressed  to  a  condition,  and  its  words  must  be  considered  as  intending  to  define  it,  and 
all  of  them— 'grant'  as  well  as  'bounty'— must  be  given  effect.  If  the  word  'bounty'  has  a  limited  sense,  the 
word  'grant'  has  not.  A  word  of  broader  significance  than  'grant'  could  not  have  been  used.  Like  its  syno- 
nyms 'give'  and  'bestow,'  it  expresses  a  concession— the  conferring  of  something  by  one  person  upon  another. 
And,  if  the  'something'  be  conferred  by  a  country  'upon  the  exportation  of  any  article  or  merchandise," 
a  countervailing  duty  is  required  by  paragraph  E  of  Section  TV  of  the  Tariff  Act  of  1913]." 

"We  have  the  fact  of  spirits  able  to  be  sold  cheaper  in  the  United  States  than  in  the  place  of  their  produc- 
tion, and  this  the  result  of  an  act  of  government  because  of  the  destination  of  the  sporits  being  a  foreign  mar- 
ket. For  that  situation  Paragraph  E  was  intended  to  provide."  (At  pages  39-40.) 

In  the  decision  of  the  Court  of  Customs  Appeals  in  the  same  case  (Nicholas  &  Co.,  v.  United  States,  7  Ct. 
Cust.  Appls.  97),  that  court,  after  commenting  upon  the  clarity  of  the  language  and  purpose  of  the  statute 
said: 

"There  is  nothing  obscure,  abstruse,  mystic,  or  even  ambiguous  about  this  language,  which  has  been  as 
to  the  particular  words,  a  part  of  all  our  tariff  acts  from  1897  to  and  including  the  present  act.  Section  5, 
tariff  of  1897  (30  Stat.  L.,  151),  section  6,  tariff  act  of  1909  (36  Stat.  L.,  11),  paragraph  E  of  section  4,  tariff 
act  of  1913  (38  Stat.  L.,  114).  Its  plain,  explicit,  and  unequivocal  purpose  is:  Whenever  a  foreign  power  or 
dependency  or  any  political  subdivision  of  a  government  shall  give  any  aid  or  advantage  to  exporters  of  goods 
imported  into  this  country  therefrom  whereby  they  may  be  sold  for  less  in  competition  with  our  domestic  goods, 
to  that  extent  by  this  paragraph  the  duties  fixed  in  the  schedule  of  the  act  are  increased.  It  was  a  result  Con- 
gress was  seeking  to  equalize  regardless  of  whatever  name  or  in  whatever  manner  or  form  or  for  whatever 
purpose  it  was  done.  The  statute  interprets  itself  as  a  member  of  an  act  calculated  to  maintain  an  accorded 
protection,  incidental  or  otherwise,  as  against  payments  or  grants  of  any  kind  by  foreign  powers,  resulting 
in  an  equalization  thereof  to  any  extent  directly  or  indirectly. Wherefore,  in  obedience  to  that  obvious  pur- 
pose, the  court  does  not  feel  at  liberty  to  adopt  any  constrained  or  technical  definitions  of  the  words  'bounty ' 
or  'grant'  suggested,  but  to  vouchsafe  the  paragraph  a  meaning,  well  within  its  lanaguage,  that  will  best 
effectuate  the  unquestioned  congressional  purpose."  (at  page  106). 

Other  Supreme  Court  decisions  have  spoken  with  equal  clearness  on  the  subject.  The  Downs  case  involved 
a  bounty  paid  upon  the  exportation  of  sugar  by  the  Russian  government.  The  court  cited  examples  of  what 
may  constitute  a  bounty  within  the  meaning  of  the  countervailing  duty  statute: 

"A  bounty  may  be  direct,  as  where  a  certain  amount  is  paid  upon  the  production  or  exportation  of  particu  - 
lar  articles,  of  which  the  Act  of  Congress  of  1980,  allowing  a  bounty  upon  the  production  of  sugar,  and  Rev . 
Stat,  sections  3014-3027,  allowing  a  draw-back  upon  certain  articles  exported,  are  examples;  or  indirect,  by  the 
remission  of  taxes  upon  the  exportation  of  articles  which  are  subjected  to  a  tax  when  sold  or  consumed  in  the  country 
of  their  production,  of  which  our  laws,  permitting  distillers  of  spirits  to  export  the  same  without  payment  of  an 
internal  revenue  tax  or  other  burden,  is  an  example." 

Further: 

"When  a  tax  is  imposed  on  all  sugar  produced,  but  is  remitted  upon  all  sugar  exported,  then,  by  whatever 
process,  or  in  whatever  manner,  or  under  whatever  name  it  is  disguised,  it  is  a  bounty  upon  exportation.' ' 
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(7)  An  analysis  of  whether  or  not  greater  flexibility  in  foreign 
exchange  rates  would  serve  in  the  interests  of  United  States  and 
world  trade; 

(8)  The  nature  and  extent  to  which  other  countries  subsidize 
their  exports,  directly  o**  indirectly; 

(9)  A  comparative  analysis  of  various  proposals  to  extend  tariff 
preferences  to  the  products  of  less  developed  countries  with 
particular  emphasis  on  the  effects  on  U.S.  trade  and  investment 
patterns  and  on  U.S.  labor. 

(10)  The  various  agency  responsibilities  within  the  executive 
branch  for  handling  all  U.S.  foreign  trade  matters,  and  the  means 
by  which  policy  coordination  is  achieved. 

Tariff  Commission  Studies 
(Sec.  362  of  the  bill) 

Section  362  of  part  C  of  title  III  requests  certain  studies  by  the 
Tariff  Commission  by  December  31,  1971.  These  include: 

(1)  The  tariff  and  nontariff  barriers  among  principal  trading  nations 
in  the  industrialized  countries,  including  an  analysis  of  the  disparities 
in  tariff  treatment  of  similar  articles  of  commerce  by  different  countries 
and  the  reasons  for  the  disparities; 

(2)  The  nature  and  extent  of  the  tariff  concessions  granted  in  trade 
agreements  and  other  international  agreements  to  which  the  United 
States  is  a  party  by  the  principal  trading  nations  in  the  indus- 
trialized countries; 

(3)  The  customs  valuation  procedures  of  foreign  countries  and  those 
of  the  United  States  with  a  view  to  developing  and  suggesting  uniform 
standards  of  custom  valuation  which  would  operate  fairly  among  all 
classes  of  shippers  in  international  trade,  and  the  economic  effects 
which  would  follow  if  the  United  States  were  to  adopt  such  standards 
of  valuation,  based  on  rates  of  duty  which  will  become  effective  on 
January  1,  1972;  and 

(4)  The  implications  of  multinational  firms  on  the  patterns  of  world 
trade  and  investment  and  on  United  States  trade  and  labor. 

G.  MISCELLANEOUS  AMENDMENTS 

(Subpart  4  of  Part  C  of  Title  III) 

Amendments  to  the  Automotive  Products  Trade  Act  of  1965 

(Section  371) 

The  committee  has  also  amended  the  special  adjustment  assistance 
provisions  of  section  302  of  the  Automotive  Products  Trade  Act  of 
1965.  The  time  for  filing  petitions  under  these  provisions  expired 
at  the  close  of  June  30,  1968.  The  amendment,  in  effect,  restores, 
without  a  specific  termination  date,  the  authority  for  filing  petitions 
by  firms  and  groups  of  workers  for  a  determination  of  eligibility  to 
apply  for  adjustment  assistance.  These  determinations  are  related 
to  dislocations  resulting  from  the  operation  of  the  U.S. -Canadian 
Automotive  Products  Agreement. 
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Special  assistance  provisions  were  established  in  the  Automotive 
Products  Trade  Act  because  of  the  unique  characteristics  of  the  U.S.- 
Canadian Agreement.  The  agreement  required  immediate  elimina- 
tion of  duties  on  new  vehicles  and  original  equipment  parts  imported 
into  the  United  States.  It  was  recognized  that  dislocations  would 
result  not  only  from  increased  imports  but  also  from  decreased 
exports,  and  from  shifts  in  production  and  supply  sources  both 
within  each  country  and  between  the  two  countries. 

Since  the  act  was  passed,  trade  in  automotive  equipment  has 
increased  markedly  and  steadily  indicating  that  the  process  of 
rationalization  of  the  North  American  industry  was  of  major  magni- 
tude. Adverse  employment  effects  in  the  United  States  which  may 
have  been  attributable  to  development  under  the  agreement  in  the 
first  years  were  largely  masked  by  the  general  increase  in  employment 
in  the  U.S.  automotive  products  industry,  although  there  were  a 
number  of  cases  where  assistance  was  provided  to  groups  of  workers 
under  the  transitional  adjustment  assistance.  The  authority  to  petition 
for  such  assistance  under  the  act  terminated  on  July  1,  1968.  Problems 
of  worker  dislocation  may  continue  to  arise.  On  the  strength  of  more 
than  four  years  of  experience  during  the  existence  of  the  U.S.-Canadian 
Agreement  the  committee  believes  that  it  would  be  prudent  to  provide 
the  means  of  responding  to  such  dislocation. 

The  committee  has  also  changed  the  existing  standard  of  "the 
primary  factor"  as  the  required  causal  link  between  dislocation  and  the 
operation  of  the  agreement  to  conform  to  the  more  liberal  standard 
contained  in  the  Trade  Expansion  Act  as  amended  by  H.R.  18970. 
The  committee  has  substituted  "a  substantial  factor"  in  place  of  "the 
primary  factor"  in  sections  302  (c),  (d),  and  (g)  of  the  Automotive 
Products  Trade  Act  of  1965.  This  new  standard  will  apply  to  all  peti- 
tions filed  after  the  date  of  enactment  of  this  Act  including  petitions 
with  respect  to  dislocations  which  began  after  June  30,  1968.  The 
committee,  however,  included  a  requirement  that  petitions  with 
respect  to  dislocations  which  began  after  June  30,  1968,  and  before 
July  1,  1970,  must  be  filed  on  or  before  the  90th  day  after  the  date  of 
enactment  of  this  act. 

U.S.-Canadian  automotive  agreement.  The  committee  expects  that 
urgent  attention  will  be  given  by  our  Government  to  the  attainment 
of  the  agreement's  objectives.  While  our  automotive  exports  to  Canada 
have  multiplied,  imports  have  grown  even  more  rapidly,  and  our  bi- 
lateral surplus  in  this  sector  has  disappeared. 

The  committee  has  noted  that  no  steps  have  been  taken  which  will 
assure  attainment  of  the  objective  of  the  agreement  of  allowing 
market  forces  to  determine  the  most  economic  pattern  of  investment, 
production,  and  trade.  For  example,  although  the  retail  price  differen- 
tial between  automobiles  in  the  United  States  and  Canada  has  been 
reduced,  prices  remain  higher  in  Canada.  The  failure  to  eliminate  the 
price  differential  is  a  consequence  of  the  fact  that  under  terms  of  the 
agreement  market  forces  have  not  yet  been  allowed  to  operate  freely. 
In  this  regard,  the  committee  notes  with  concern  that  nearly  six  years 
after  the  agreement  was  signed  the  Canadian  duty  remains  virtually 
unchanged  and  Canadian  citizens  still  cannot  import  automobiles 
duty-free  from  the  United  States,  although  there  is  no  such  restriction 
on  imports  from  Canada.  This  Canadian  restriction  and  other  condi- 
tions frustrate  the  achievement  of  the  free-trade  objectives  of  the 


288 


agreement.  They  artificially  permit  the  continuation  of  a  price  dif- 
ferential and  interfere  with  commercial  decisions  in  an  industry  in 
which  it  has  been  agreed  that  market  forces  would  be  allowed  to 
operate  freely. 

The  Committee  noted  that  in  the  latest  annual  report  of  the  Presi- 
dent on  the  operation  of  the  Automotive  Products  Trade  Act  of  1965, 
the  President  stated: 

"Complete  realization  of  the  objectives  of  the  Agreement  has  been 
impeded  by  the  continued  existence  of  the  restrictions  to  the  free  flow 
of  trade  set  forth  in  Annex  A.  (This  Annex  specifies  the  Canadian 
duties  and  other  restrictions.)  As  stated  in  the  Third  Annual  Report, 
developments  in  the  trade  in  automotive  products  between  the  two 
countries  indicate  these  restrictions  have  served  their  purpose.  Ac- 
cordingly in  1969  the  United  States  initiated  discussions  with  Canada 
for  the  purpose  of  eliminating  the  restrictive  measures.  ...  To  date 
the  two  governments  have  been  unable  to  agree  on  the  specific  con- 
ditions under  which  the  transitional  restrictions  in  Annex  A  would  be 
eliminated." 

The  Committee  also  noted  that  the  U.S.  trade  balance  in  auto- 
mobiles and  parts  with  Canada  has  deteriorated  from  a  surplus  po- 
sition of  $658  million  in  1965  to  a  deficit  of  $686  million  in  1969,  a 
deterioration  of  over  $1  billion  since  the  Agreement  was  signed 
nearly  six  years  ago. 

Consequently,  the  committee  has  added  an  amendment  to  the 
Automotive  Products  Trade  Act  of  1965  which  provides  that  the 
President  shall  endeavor  to  secure  elimination  by  the  Government  of 
of  Canada  of  its  duties  and  other  import  restrictions  on  automobiles 
produced  in  the  United  States.  If  the  elimination  of  such  duties  and 
import  restrictions  has  not  been  secured  before  January  1,  1973,  the 
President  shall  consider  the  failure  to  secure  such  elimination  grounds 
(1)  for  terminating  U.S.  participation  in  the  agreement  and  (2) 
for  exercising  the  authority  conferred  on  him  by  section  204  of  the 
Automotive  Products  Trade  Act  of  1965  to  terminate  proclamations 
issued  under  such  act. 

Rates  of  Duty  on  Mink  Furskins;  Repeal  of  Embargo  on 

Certain  Furs 

(Sec.  372  of  the  bill) 

Section  372  of  the  bill  establishes  separate  provisions  under  which 
a  tariff -rate  quota  system  is  imposed  on  furskins  of  mink  whether  or 
not  dressed. 

The  mink  growers  have  been  adversely  affected  by  imports  of  mink 
furskins  principally  from  Scandinavia  and  Canada.  At  the  present 
time,  the  demand  for  mink  has  declined  and  domestic  production  and 
imports  are  declining.  The  number  of  domestic  ranchers  is  also 
declining.  One  of  the  largest  auction  houses,  that  provided  substantial 
assistance  to  mink  ranchers,  has  recently  gone  out  of  business.  The 
serious  decline  in  the  domestic  industry  is  a  cause  for  real  concern. 

Under  the  Senate  amendment  the  aggregated  annual  quota  quantity 
is  established  at  3.6  million  skins.  This  quota  quantity  is,  approxi- 
mately equal  to  the  volume  of  skins  imported  in  1969.  The  amend- 
ment is  designed  to  assist  domestic  producers  in  their  efforts  to 
rebuild  the  market  for  mink. 
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Imports  of  mink  furskins  within  the  tariff-rate  quota  quantity  will 
continue  to  be  dutiable  at  existing  rates  of  duty  (a  zero  rate  of  duty 
applies  today  to  raw  skins)  except  that  such  skins  raw  or  undressed 
the  product  of  Communist  countries  will  become  dutiable  at  the  rate 
of  30%  ad  valorem  under  the  Senate  amendment.  Under  the  provisions 
of  the  House-passed  bill,  in  determining  the  number  of  skins  and  pieces 
of  skins  for  quota  purposes,  each  of  the  individual  pieces  assembled  into 
a  plate,  mat,  lining,  strip,  cross,  or  similar  form  would  be  counted.  The 
committee  found  that  this  would  be  too  restrictive  with  respect  to 
certain  of  these  plates,  etc.,  made  wholly  from  trimming  scrap  pieces  of 
mink  furskins,  and  therefore  excluded  from  the  tariff-rate  quota  pro- 
visions, trimming  scrap  pieces  of  mink,  and  plates,  mats,  linings,  strip, 
cross,  etc.,  made  from  such  trimming  scrap. 

In  each  calendar  quarter  when  the  quota  has  been  filled,  mink 
furskins  would  become  dutiable  for  the  rest  of  that  calendar  year  at 
the  rate  of  25  percent  ad  valorem  if  imported  from  non-Communist 
countries  and  at  the  rate  of  40  percent  if  imported  from  Communist 
countries.  The  bill  would  make  the  current  rates  of  duty  on  certain 
wearing  apparel  of  mink  in  schedule  7,  part  13,  subpart  B,  of  the 
TSUS  permanent  rates  of  duty.  Thus,  the  rates  of  duty  on  dressed 
mink  furskins  (dyed  and  not  dyed)  and  on  wearing  apparel  of  mink, 
scheduled  to  be  further  reduced  during  the  next  two  years  under  the 
Kennedy  Round  trade  agreement,  would  be  frozen  at  their  present 
levels. 

In  agreeing  with  the  House-passed  provision  which  would  repeal 
the  existing  embargo  on  certain  furs  from  Russia  and  China  (ermine, 
fox,  Kolinsky,  marten,  muskrat  and  weasel),  the  committee's  bill 
would  apply  a  rate  of  30  percent  ad  valorem  to  these  six  furs,  when 
raw  and  undressed,  the  product  of  designated  Communist  countries. 
As  previously  indicated,  mink  fur  skins  from  such  countries  would 
also  b?  dutiable  at  30  percent  ad  valorem  as  well  as  being  subject  to 
the  tariff-rate  quota  provisions. 

Rate  of  Duty  on  Glycine  and  Certain  Related  Products 

(Sec.  373  of  the  bill) 

Section  373  of  the  bill  establishes  separate  provisions  under  which 
a  tariff-rate  quota  system  would  be  imposed  on  aminoacetic  acid 
(glycine)  and  salts  thereof  and  certain  mixtures  of  such  acid  or  its 
salts. 

This  provision  is  designed  to  give  special  relief  to  an  industry  which 
is  adversely  affected  by  persistent  dumping  practices  engaged  in  by 
foreign  competitors.  By  reason  of  such  practices,  imports  increased 
their  penetration  of  the  U.S.  market  from  25  to  70  percent  during 
the  period  1964-67,  inclusive.  Two  of  the  three  domestic  producers 
have  stopped  production.  The  cessation  of  dumping  by  virtue  of 
action  taken  under  the  Antidumping  Act,  1921,  has  provided  no  relief 
for  the  damage  already  done  to  domestic  producers. 

Under  the  tariff-rate  quota  system,  importers  would  still  be  allowed 
to  import  at  the  existing  level  with  no  increase  in  the  current  rate  of 
duty.  Imports  in  excess  of  this  quantity,  however,  would  be  subject 
to  an  additional  duty  of  25  cents  per  pound.  It  is  expected  that  this 
provision  would  allow  domestic  producers  to  recover  from  the  damage 
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caused  by  the  dumped  imports  because  of  the  advantage  it  would 
give  them  in  producing  to  meet  the  increasing  demand  in  the  United 
States  for  this  product. 

The  rates  of  duty  on  both  the  imports  which  are  within  the  quota 
and  those  which  are  over-quota  would  become  permanent  statutory 
rates.  Thus,  they  would  not  be  subject  to  further  reductions  under 
the  Kennedy  Round  trade  agreement. 

Parts  of  Ski  Bindings 
(Sec.  374  of  the  bill) 

Section  374  of  the  Committee's  bill  would  reduce  the  statutory 
dut}r  on  parts  of  ski  bindings  (TSUS  item  734.97)  from  11  percent 
ad  valorem  to  3  percent  ad  valorem.  This  amendment  is  intended  to 
preserve  the  competitive  position  of  domestic  ski  manufacturers  who 
import  foreign  made  parts  of  ski  bindings. 

Invoice  Information 
(Sec.  375  of  the  bill) 

The  committee  is  concerned  that  the  official  data  collected  and 
published  with  respect  to  U.S.  imports,  production,  and  exports 
are  not  adequate  to  meet  the  current  and  expanding  needs  of  U.S. 
foreign  trade  policy.  Basic  to  the  problem  is  the  fact  that  the  various 
classification  systems  under  which  imports,  production,  and  exports  are 
collected  are  not  generally  concordant.  These  trade  data  are  collect- 
ed and  published  by  a  number  of  Federal  agencies  such  as  the 
Bureau  of  the  Census,  Business  and  Defense  Services  Administration, 
Bureau  of  International  Commerce,  Department  of  Agriculture, 
Bureau  of  Mines,  Fish  and  Wildlife  Service,  Bureau  of  Customs,  and 
the  Tariff  Commission. 

The  committee  believes  that  it  is  important  that  the  aforemen- 
tioned trade  data  be  collected  and  published  regularly  on  a  current 
basis  and  that  they  be  accurate  and  in  such  detail  as  to  be  reasonably 
compatible  Avith  their  anticipated  uses  in  trade  analysis  and  policy 
making.  With  a  view  to  achieving  this  end,  the  committee  urges  each 
of  the  responsible  government  agencies  to  undertake  promptly  a 
review  of  its  statistical  programs  and  to  institute  at  the  earliest 
practicable  time,  under  the  coordination  and  guidance  of  the  Office 
of  Management  and  Budget,  methods  specifically  for  the  purpose 
of  establishing  compatible  classification  systems  for  U.S.  imports, 
production,  and  exports.  It  is  recognized  that  the  Bureau  of  the 
Census,  which  has  primary  responsibility  for  collection  and  publication 
of  these  statistics  has  for  some  years  been  issuing  a  report  on  U.S. 
exports  and  imports  as  related  to  output.  This  annual  publication, 
however,  is  far  from  complete  because  of  lack  of  comparability  of 
import,  production,  and  export  data.  Moreover,  the  publication  is 
not  current  because  of  the  lag  in  the  availability  of  production  data. 

It  is  understood  that  methods  of  improving  trade  statistics  can  be 
developed  and  implemented  without  new  legislation,  except  with 
respect  to  import  statistics  which  are  collected  by  the  Bureau  of 
Customs  and  reported  to  the  Bureau  of  the  Census  for  compilation 
and  publication  in  accordance  with  the  7-digit  statistical  import  classi- 
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fications  of  the  Tariff  Schedules  of  the  United  States  Annotated 
(TSUSA).  These  7-digit  classifications  are  established  by  the  Depart- 
ments of  Commerce  and  Treasury  and  the  Tariff  Commission  under 
authority  of  section  484(e)  of  the  Tariff  Act  of  1930. 

The  customs  entry  form  and  its  supporting  invoice,  which  are  filed 
by  the  importer  or  his  broker  with  customs  officers  at  the  port  of 
entry,  are  the  basis  for  all  import  data  collected  at  the  time  of  entry. 
Customs  officers  have  traditionally  regarded  their  primary  responsi- 
bility as  being  the  enforcement  of  customs  laws  and  the  protection  of 
the  customs  revenue.  With  the  increasing  workload  and  limited  staff, 
the  collection  of  trade  data  has  become  a  secondary  function.  As  a 
result  import  statistics  do  not  receive  proper  attention  from  customs 
officers,  foreign  exporters,  importers,  and  brokers. 

The  committee  believes  that  the  enforcement  of  the  statistical 
requirements  for  imports,  as  set  forth  in  the  statistical  headnotes  and 
7-digit  classifications  of  the  TSUSA,  is  a  primary  responsibility  of 
customs  officers  and  should  be  given  attention  by  them  accordingly. 
Such  enforcement  would  be  facilitated  by  the  enactment  of  section  345 
of  the  bill  which  would  amend  section  481(a)  of  the  Tariff  Act  of  1930 
to  require  invoices  to  provide  a  product  description  which  would 
enable  customs  officers  to  classify  imports  for  statistical  as  well  as  for 
duty  purposes. 

The  committee  recognizes  that  the  provisions  of  title  III  of  H.R. 
17550  will  have  a  significant  impact  upon  the  Bureau  of  Customs, 
and  that  substantial  additional  staffing  in  customs  will  be  necessary 
to  assure  the  collection  of  accurate  import  trade  data. 

This  new  statistical  requirement  is  in  no  way  intended  to  be  an 
impediment  to  trade.  Rather,  it  is  intended  to  provide  necessary  in- 
formation as  to  trade  that  is  taking  place,  to  the  long  run  interest  of 
foreign  exporting  and  domestic  business,  both  importer  and  producer. 

It  is  recognized  that  the  information  not  previously  required  will 
entail  some  burden  on  those  in  the  trade,  at  least  initially.  In  this 
regard,  the  importer  community  can  do  much  to  mitigate  the  initial 
burden  by  informing  their  suppliers  abroad  of  the  types  of  information 
necessary  for  the  purpose  at  hand,  i.e.,  information  sufficient  to  classi- 
fy products  according  to  the  TSUSA. 

Foreign  Trade  Statistics 
(Sec.  376  of  the  bill) 

Current  trade  statistics  tend  to  distort  and  mislead  the  general 
public  and  foreign  nations  as  to  the  true  state  of  the  U.S.  international 
economic  competitive  position.  U.S.  export  data  include  nonremunera- 
tive  foreign  aid  and  P.L.  480  sales,  and  to  this  extent  they  ovei state 
our  competitive  position  in  world  markets.  Also,  U.S.  import  data, 
unlike  those  of  over  100  other  countries,  are  tabulated  on  the  basis 
of  their  value  at  the  foreign  port  (free  on  board  or  f.o.b.) 

The  United  Nations  and  the  International  Monetary  Fund  recom- 
mend that  import  data  for  all  countries  be  compiled  to  include  the 
cost  of  insurance  and  freight  (cost,  insurance  and  freight  or  c.i.f. 
system) . 

The  committee  amendment  requires  the  Secretary  of  Commerce  to 
publish  all  trade  statistics  to  show  with  respect  to  imports:  (1)  The 


292 


value  of  imported  articles  in  terms  of  their  dutiable  value  at  the 
foreign  port  (f.o.b.) ;  and  (2)  the  c.i.f.  of  such  value  of  imports,  includ- 
ing the  costs  of  insurance  and  freight  and  all  other  handling  and  other 
costs  involved  in  shipping  and  importing  an  article  into  the  customs 
territory  of  the  United  States. 

With  respect  to  expoits,  the  Secretary  of  Commeice  shall  state 
separately  from  the  total  value  of  all  exports:  (1)  The  value  of  agri- 
cultural commodities  under  the  Agricultural  Trade  Development  and 
Assistance  Act  of  1954  as  amended;  (2)  The  total  amount  of  all 
export  subsidies  paid  to  exporters  by  the  United  States  under  such 
Act  for  the  exportation  of  such  commodities;  and  (3)  the  value  of 
goods  exported  under  the  Foreign  Assistance  Act  of  1961. 

Under  the  Committee  amendment,  the  Secretary  of  the  Treasury 
would  be  responsible  for  collecting  all  information  concerning  ship- 
ping, insurance  and  other  costs,  and  forwarding  that  information  on  a 
monthly  basis  to  the  Secretary  of  Commerce,  along  with  the  regular 
f.o.b.  value  information.  The  Secretaries  of  State  and  Agriculture  will 
also  collect  export  information  relating  to  A.I.D.  and  P.L.  480  trans- 
actions, and  will  send  those  data  on  a  monthly  basis  to  the  Secretary 
of  Commerce.  The  Secretary  of  Commerce  will  be  responsible  for  the 
tabulation  and  publication  of  those  data  which  would  show,  with 
respect  to  all  import  data,  c.i.f.  values  along  with  f.o.b.  values,  and 
with  respect  to  export  totals,  all  those  exports  not  financed  by  A.I.D. 
and  P.L.  480  funds  and  other  Government  grant  programs. 

These  changes  in  the  method  of  tabulating  U.S.  trade  statistics 
will  make  U.S.  trade  statistics  more  comparable  with  those  of  foreign 
countries  and  will  give  a  more  accurate  picture  of  the  competitive 
position  of  the  United  States  in  world  trade. 

The  committee  would  expect  the  Secretary  of  Treasury  to  fully 
cooperate  with  the  Secietary  of  Commerce  in  gathering  the  necessary 
data  and  making  it  available  to  the  Department  of  Commerce. 

Meat  Import  Quotas 
(Sec.  377  of  the  bill) 

Section  377  of  title  III  of  the  bill  amends  the  meat  quota  provision 
in  Public  Law  88-482  to:  (1)  provide  for  a  quarterly  allocation  of 
meat  imports  and  (2)  close  a  loophole  in  the  present  law  relating  to 
certain  "prepared"  beef  and  veal  of  a  fresh,  chilled  or  frozen  state. 

Quarterly  quotas  will  help  avoid  the  sharp  fluctuations  in  imported 
meats  which,  in  the  past,  have  disrupted  the  United  States  market. 
These  sharp  fluctuations  have  not  only  disrupted  domestic  market 
conditions,  but  also  have  worked  severe  hardship  on  cattle  producers 
in  the  major  exporting  countries.  In  1968,  1969,  and  1970  heavy  meat 
imports  into  this  country  in  the  early  part  of  the  year  caused  cut- 
backs in  exports  by  those  nations  in  the  latter  months  of  those  years. 
In  1970  the  heavy  imports  of  meat  into  the  United  States  during  the 
early  months  of  the  year  threatened  to  exhaust  the  quota  early  in  the 
year  and  served  to  " trigger"  the  more  restrictive  quotas  under  P.L. 
88-482.  The  quotas  were  suspended  by  the  President  under  authority 
granted  to  him  by  P.L.  88-482,  and  a  voluntary  restraint  system  was 
substituted.  The  Committee  felt  that  quarterly  quotas  would  have  a 
stabilizing  influence  on  the  domestic  beef  cattle  industry  as  well  as 
on  foreign  cattle  producers  who  will  be  able  to  plan  their  marketing 
on  an  orderly  basis. 
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The  committee  also  included  item  107.6020  in  the  meat  import 
quota  provisions.  This  involves  certain  "prepared"  fresh,  chilled  or 
frozen  beef  and  veal,  the  imports  of  which  during  the  base  period 
(1959-1963)  averaged  1.3  million  pounds.  It  was  brought  to  the 
committee's  attention  that  earlier  in  1970  certain  countries  began  to 
"prepare"  fresh,  chilled  or  frozen  beef,  by  cutting  or  slicing  this  meat 
into  pieces,  in  order  to  avoid  counting  these  meats  against  their 
quota  allocations.  This  avoidance  practice  threatened  to  grow  to  the 
point  where  by  simple  manipulation  of  meat,  an  exporting  country 
could  have  avoided  the  quotas  altogether,  unless  the  practice  was 
stopped. 

Trade  With  Foreign  Countries  Permitting  Uncontrolled 
Production  of  or  Trafficking  in  Certain  Drugs 

(Sec.  378  of  the  bill) 

Under  section  378  the  President  would  be  authorized  to  impose  an 
embargo  or  suspension  of  trade  with  a  nation  which  permits  uncon- 
trolled or  unregulated  production  or  trafficking  in  opium,  heroin,  or 
other  poppy  derivatives  in  a  manner  to  permit  these  drug  items  to 
fall  into  illicit  commerce  for  ultimate  disposition  and  use  in  this 
country. 

The  committee  is  greatly  concerned  that  certain  countries  which 
commercially  produce  poppies  for  pharmaceutical  uses,  have  no  t 
adequately  controlled,  regulated  or  otherwise  policed  surplus  poppy 
crops  which  eventually  have  fallen  into  illicit  commerce  in  a  derivative 
form  for  ultimate  disposition  and  use  in  the  United  States. 

The  language  in  this  provision  is  designed  to  give  the  President 
the  authority  to  restrain  trade  with  any  nation  which  does  not  exhibit 
a  willingness  to  control  illegal  production  or  trafficking  in  opium  or 
heroin.  The  testimony  of  John  E.  Ingersoll,  Director,  Bureau  of 
Narcotics  and  Dangerous  Drugs,  Department  of  Justice,  established 
that  the  great  preponderance  of  illicit  heroin  entering  the  U.S.  results 
from  diversion  of  Turkish  produced  opium  and  its  processing  into 
heroin  in  southern  Europe  and  elsewhere  in  the  Middle  East. 

We  are  pleased  that  on  its  own  initiative,  Turkey  has  set  in  train 
a  series  of  actions  aimed  at  minimizing,  or  eliminating,  the  harmful 
effects  of  Turkish  opium  in  the  world.  The  committee  has  bsen  advised 
that  by  1971  Turkey  will  have  reduced  to  four  (from  21  in  1967)  the 
number  of  provinces  where  farmers  may  grow  opium  poppies,  and  that 
production  will  be  limited  to  a  more  easily  controlled  area.  The  com- 
mittee has  also  been  advised  that  Turkey  is  making  intensive  efforts 
to  keep  its  opium  out  of  illicit  channels,  that  the  amounts  should  be 
substantially  reduced  this  year,  and  that  it  is  in  the  process  of  enacting 
legislation  providing  for  better  control. 

It  is  noted  that  the  French  Government  is  also  cooperating  to 
bring  a  halt  to  the  illicit  processing  and  merchandizing  of  heroin  on 
French  territory  which  eventually  finds  its  way  into  the  United  States, 
creating  a  drug-abuse  problem  which  is  controllable  with  this  kind  of 
cooperation  from  abroad.  The  best  place  to  control  the  critical  drug 
problem  in  the  United  States  is  at  the  source  of  supply. 
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H.  PROVISIONS  OF  HOUSE-PASSED  TRADE  ACT  OF  1970  NOT  INCLUDED 
IN  SENATE  AMENDMENT 

Certain  Classification  by  the  Secretary  of  Agriculture 

Section  342  of  the  House  version  of  the  Trade  Act  of  1970  would  have 
provided  that  the  Secretary  of  Agriculture  rather  than  the  Secretary 
of  the  Treasury  shall  have  the  final  administrative  responsibility  for 
classifying  certain  articles  subject  to  import  restrictions  under  Section 
22  of  the  Agricultural  Adjustment  Act,  as  amended. 

The  committee  felt  that  classification  of  imported  materials  was 
properly  a  function  of  the  Bureau  of  Customs  under  the  Secretary  of 
the  Treasury.  Furthermore,  the  committee  was  concerned  that  trans- 
ferring the  jurisdiction  for  classification  of  certain  agricultural  products 
to  the  Secretary  of  Agriculture  could  lead  to  demands  to  transfer 
jurisdiction  for  classification  of  certain  industrial  products  which  are 
under  import  restrictions  to  the  Secretary  of  Commerce.  The  agency 
administering  quotas  could  be  under  severe  pressure  to  continually 
change  the  import  classification  system,  which  could  have  a  deleterious 
effect  on  foreign  trade. 

Repeal  of  the  American  Selling  Price  (ASP)  System  of  Valuing 
Certain  Imported  Articles 

The  House  version  of  the  Trade  Act  of  1970  would  have  authorized 
the  President  to  proclaim  certain  modifications  in  the  Tariff  Schedules 
of  the  United  States  resulting  from  two  agreements  concluded  during 
the  Kennedy  Round  relating  to  the  application  of  ASP  to  certain 
chemicals,  canned  clams,  and  wool-knit  gloves.  Rubber-soled  foot- 
wear, which  is  also  subject  to  the  ASP  system  of  valuation,  would  not 
have  been  affected  by  the  House  provisions. 

During  the  Kennedy  Round,  the  Committee  on  Finance  and  the  full 
Senate,  concerned  that  U.S.  trade  negotiators  would  exceed  the 
authority  granted  them  by  the  Trade  Expansion  Act  of  1962,  approved 
a  resolution  which,  in  effect,  expressed  the  intent  that  the  U.S.  trade 
negotiators  should  not  exceed  the  authority  granted  to  the  President 
by  the  Trade  Expansion  Act  of  1962.  Unfortunately,  the  President's 
Special  Trade  Representative  did  not  heed  the  advice  of  the  Senate 
with  respect  to  ASP  and  the  International  Antidumping  Code.  The 
Congress  has  acted  to  make  those  provisions  of  the  International 
Antidumping  Code  which  conflict  with  U.S.  law,  null  and  void.  The 
committee  did  not  feel  that  the  Senate  would  be  consistent  if  it 
approved  an  ASP  agreement  which  it  told  the  U.S.  negotiators  not 
to  negotiate  in  the  first  place. 

Moreover,  the  committee  did  not  believe  that  the  United  States 
received  reciprocity  in  the  ASP  negotiation  or  that  the  loss  of  jobs  in 
the  benzenoid  sector  of  the  chemical  industry  which  would  have 
resulted  from  the  elimination  of  ASP,  would  have  been  offset  by  gains 
in  employment  in  other  sectors  of  the  chemical  industry. 

Domestic  International  Sales  Corporations 

The  House-passed  Trade  bill  (H.R.  18970)  contains  in  title  IV 
provisions  relating  to  a  domestic  international  sales  corporation 
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(DISC)  designed  to  provide  United  States  income  tax  treatment  for 
export  transactions  similar  to  that  applicable  to  profits  derived  from 
overseas  manufacture. 

The  basic  objective  of  the  provision,  as  stated  by  the  Administra- 
tion and  in  the  House  Committee  report  was  to  eliminate  the  present 
disadvantage  under  Federal  income  tax  law  that  exists  for  manufac- 
turing in  the  United  States  for  export  and  favors  manufacturing 
abroad.  The  use  of  a  domestic  corporation  as  a  sales  subsidiary  in- 
stead of  a  foreign  corporation  was  said  to  simplify  administration 
both  for  taxpayers  and  for  the  Internal  Revenue  Service,  since  it  would 
permit  books  and  records  to  be  maintained  in  the  United  States  in 
English  under  our  own  corporate  laws  and  accounting  principles. 

Your  committee  is  concerned  with  the  income  tax  status  of  American 
exports  as  contrasted  with  that  of  goods  produced  abroad  b}^  foreign 
companies,  whether  or  not  controlled  by  Americans.  It  is  also  con- 
cerned with  tax  practices  in  foreign  countries  giving  advantages 
to  their  exporters.  Your  committee  is  not  satisfied,  however,  that 
the  DISC  proposal  is  the  best  method  of  dealing  with  any  imbalance 
that  now  exists,  and  believes  that  further  consideration  should  be 
given  to  the  matter  at  an  early  date.  Your  committee  is  concerned 
among  other  matters,  with  the  validity  of  the  present  GATT  distinc- 
tion in  treatment  of  direct  and  indirect  taxes  on  export  and  imports, 
and  in  particular  with  the  present  failure  to  allow  any  rebates  on 
exports  for  corporate  income  taxes  paid  on  export  sales  profits.  The 
time  available  since  the  trade  bill  was  referred  to  your  committee 
has  not  permitted  the  thorough  review  that  it  considers  essential 
to  a  resolution  of  the  issues  involved. 

Accordingly,  your  committee  has  not  included  in  the  present  bill 
the  DISC  provisions  of  H.R.  18970,  but  has  deferred  the  subject 
matter  for  further  consideration  early  in  the  next  Congress.  At  that 
time  the  Administration  and  the  committee  staff  will  be  asked  to 
present  studies  of  various  alternative  proposals  for  dealing  with  the 
subject  and  further  comments  from  public  witnesses  will  be  solicited. 

I.  OTHER  TRADE  MATTERS 

There  are  a  number  of  trade  issues  on  which  the  committee  has 
no  legislative  proposal  at  this  time,  but  on  which  the  committee  does 
have  certain  views. 

U.S.  Agricultural  Exports 

For  some  time  the  committee  has  been  seriously  distrubed  by  the 
agricultural  policies  of  some  of  our  trading  partners.  These  policies 
are  hurting  U.S.  faim  product  exports  in  two  major  ways.  First, 
variable  levies  of  the  EEC  countries  are  the  most  protective  device 
ever  devised,  except  for  an  embargo.  They  effectively  shield  the 
European  market  from  outside  competition  and,  when  coupled  with 
high  domestic  price  supports,  cause  serious  disruption  of  third  country 
markets  as  well.  U.S.  exports  of  agricultural  commodities  to  the 
European  Common  Market  subject  to  the  variable  levy,  have  de- 
clined by  47  percent  since  1966.  And,  surpluses  stimulated  by  high 
prices  in  the  protected  countries  are  being  moved  into  world  trade 
channels  through  use  of  heavy  subsidies. 
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The  failure  of  others  to  mitigate  the  impact  their  agricultural 
policies  are  having  on  the  world  is  a  matter  of  deep  concern.  U.S. 
imports  of  competitive  agricultural  products  over  the  same  period 
have  increased  by  15  percent.  European  Community  grain  policies 
have  resulted  in  a  drop  in  European  Community  net  imports  from  12 
million  tons  to  less  than  2  million  tons  over  the  last  3  years.  This  has 
had  significant  repercussions  on  world  trade.  Moves  by  the  United 
Kingdom  toward  increased  agricultural  protectionism  and  the  prospect 
of  increased  reliance  on  a  variable  levy  system  have  also  contributed 
to  growing  world  agricultural  isolationism.  We  cannot  hope  for  a 
better  climate  until  the  current  trends  in  agricultural  policy  are 
arrested.  Specifically,  the  price  of  grains  in  Europe  needs  to  be  sig- 
nificantly reduced  and  subsidies  need  to  be  limited.  The  further 
extension  of  restrictionist  policies  to  other  products  would  be  very 
damaging.  Any  impediment  to  access  for  soybeans  and  soybean 
products  would  be  of  great  concern.  The  committee  would  expect 
the  President  to  use  every  power  granted  to  him  by  this  and  other 
acts,  including  retaliatory  power  of  section  252  of  the  Trade  Expan- 
sion Act  to  negotiate  the  reduction  and  discrimination  in  the  variable 
levy  system. 

Voluntary  Steel  Arrangement 

Among  those  industry  situations  reviewed  by  the  committee  in 
terms  of  rapidly  increasing  imports  and  rising  proportion  of  domestic 
market  accounted  for  by  imports  is  the  position  of  the  domestic  steel 
industry.  The  attention  of  the  committee  has  been  called  to  the  fact 
that  the  voluntary  arrangements  entered  into  by  the  European  Coal 
and  Steel  Community  and  Japanese  steel  producers  are  to  remain  in 
effect  until  the  end  of  1971.  It  is  understood  that  these  arrangements 
provide  for  annual  increases  in  exports  to  the  United  States  and  in- 
volve a  commitment  to  maintain  both  product  and  geographic  distribu- 
tion patterns  based  on  trade  prior  to  the  undertaking  by  the  foreign 
steel  producers.  We  believe,  based  on  an  extensive  staff  study  of  the 
steel  import  problem,  that  this  arrangement  was  necessary  to  forestall  a 
serious  deterioration  in  the  domestic  steel  market  insofar  as  domestic 
steel  producers  are  concerned.  Accordingly,  it  is  the  sentiment  of  the 
committee  that  the  administration  should  endeavor  to  have  these 
voluntary  undertakings  extended  and  improved  in  order  to  assure  a 
stable  domestic  steel  industry  and  an  adequate  supply  of  steel  for  the 
American  economy  in  the  future.  It  is  hoped  that  the  problems  of 
international  marketing  of  steel  as  recognized  by  the  voluntary 
arrangement,  would  also  be  recognized  by  the  steel  industries  in 
countries  not  party  to  the  agreement,  particularly  those  which  export 
substantial  quantities  of  carbon  and  specialty  steel  products  to  the 
United  States.  It  is  the  Committee's  view  that  specialty  steels  should 
be  included  within  the  terms  of  these  voluntary  agreements. 

International  Labor  Standards 

4 

The  committee  is  very  much  aware  of  the  employment  problems 
that  can  result  from  economic  adjustments  created  by  present  trends 
both  in  imports  into  the  United  States  and  foreign  investment 
decisions  involving  shifts  of  productive  capacity  abroad. 
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The  huge  differentials  which  exist  between  U.S.  wage  costs  and 
those  of  many  other  countries  pose  extremely  difficult  competitive 
problems  for  some  domestic  industries,  as  the  committee  has  recognized 
in  the  temporary  measures  provided  for  in  title  II  with  regard  to 
text'le  and  footwear.  With  widespread  avai1  ability  of  technology  and 
capital  large  differences  in  labor  costs  cannot  easily  be  offset  bv 
productivity  differentials. 

The  committee  has  in  its  amendments  of  the  tariff  adjustment 
provisions  also  provided  means  whereby  serious  injury  stemming 
rom  such  wage  different'  als  can  be  dealt  with  on  a  temporary  basis 
giving  time  for  the  adjustment  process.  For  the  long  run,  however, 
the  committee  feels  that  t  is  in  the  interest  of  trade  libera'ization  and 
expansion  that  the  trade  agreements  program  include  formal  pro- 
cedures under  which  unfair  labor  conditions  can  be  dealt  with. 

The  committee  concurs  with  the  House  in  the  bel'ef  that  the 
President  as  soon  as  practicable  should  take  steps  with  respect  to  trade 
agreements  which  would  lead  to  the  elimination  of  unfair  labor  con- 
ditions which  substantially  disrupt  international  trade.  Machinery 
should  be  set  up  in  trade  agreements  to  which  the  United  States  is  a 
party  which  would  include:  (1)  the  recognition  of  principles  with 
respect  to  earnings,  hours,  and  conditions  of  employment  of  workers; 
(2)  the  development  of  a  complaint  procedure  under  which  situations 
of  unfair  labor  conditions  affecting  international  trade  could  be  brought 
before  the  parties  to  the  agreement  for  appropriate  remedial  action; 
and  (3)  the  establishment  of  a  system  of  periodic  reports  by  all  parties 
to  the  agreements  on  earnings,  hours,  and  conditions  of  employment 
for  the  workers  in  the  exporting  industries  of  the  countries  involved. 

Tariff  Disparities 

Tariff  rates  vary  widely  from  country  to  country  on  the  same 
article  of  commerce.  For  example,  the  duty  on  automobiles  in  Japan 
and  Canada  is  17.5  percent  ad  valorem;  in  the  European  Community, 
it  is  22  percent  ad  valorem  and  in  the  United  Kingdom  it  is  about  15 
percent  ad  valorem.  The  U.S.  duty  on  automobiles  is  only  4  percent 
ad  valorem. 

In  many  instances,  nontariff  barriers  such  as  road  taxes,  border 
taxes,  "uplift"  taxes  and  safety  standards  clearly  add  further  dis- 
crimination against  American  commerce.  The  committee  has  directed 
the  Tariff  Commission  to  do  a  thorough  study  on  the  tariff  disparity 
issue,  which  would  also  investigate  the  tariff  and  nontariff  barriers  in 
each  category  of  articles.  The  committee  feels  that  the  results  of  this 
study  could  lead  to  negotiating  proposals  which  would  aim  at  greater 
equality  in  tariff  levels  on  a  product-by-product  basis  for  principal 
trading  nations. 

Articles  Assembled  Abroad  With  U.S.  Components 

The  committee  received  a  great  deal  of  material  with  respect  to 
the  repeal  of  item  807.00  of  the  tariff  schedules.  During  the  period 
1966  through  1969,  the  total  value  of  imports  under  item  807.00  and 
806.30,  a  similar  provision  which  provides  for  a  partial  exemption  from 
duty  for  U.S.  articles  of  metal  exported  for  processing  and  reimported 
for  further  processing,  rose  from  $953  million  to  $1.8  billion.  Such  a 
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growth  in  the  use  of  these  tariff  provisions  is  an  indication  of  the 
economic  force  at  work,  particularly  with  regard  to  labor  costs  in  labor 
intensive  operations. 

The  committee  recognizes  that  in  some  United  States  firms  the 
provisions,  which  have  the  effect  of  providing  a  tariff  preference  for 
products  containing  U.S.  materials,  improve  the  competitive  position 
of  the  U.S.  firms  vis-a-vis  products  of  wholly  foreign  origin.  In  some 
respects  the  competitive  position  of  the  domestic  firms  can  be  im- 
proved to  the  extent  of  providing  an  encouragement  to  United  States 
exports.  On  the  other  hand,  the  committee  is  seriously  concerned 
that  the  duty  advantage  may  have  the  effect  of  encouraging  the 
exports  of  job  opportunities  from  the  United  States,  particularly  in 
those  operations  which  are  labor  intensive. 

The  President  requested  last  year  that  the  U.S.  Tariff  Commission 
make  a  study  of  these  two  provisions,  and  the  results  of  that  study  were 
sent  to  the  President  on  September  30,  1970.  The  Tariff  Commis- 
sion study  recognized  that  the  provision  creates  opportunities  in  both 
directions — increased  assembly  operations  abroad  and  increased  U.S. 
exports  and  employment  opportunities  in  cases  where  the  whole 
manufacturing  plant  would  have  moved  abroad  to  take  advantage 
of  lower  labor  costs.  As  a  result,  the  committee  has  determined  not 
to  propose  any  changes  in  the  existing  provisions.  At  the  same  time, 
the  committee  would  urge  that  those  appropriate  agencies  in  the 
executive  branch  promptly  review  the  Tariff  Commission  report  and 
submit  to  the  Congress  recommendations  as  may  be  needed  to  assure 
that  the  use  of  these  provisions  will  not  endanger  the  overall  job 
opportunities  of  U.S.  workers,  or  encourage  working  conditions 
abroad  inconsistent  with  the  improvement  of  labor  standards  in  the 
United  States  and  in  other  countries. 

Other  Barriers  to  Trade 

Further  trade  liberalization  is  dependent  upon  the  dismantling  of 
the  many  unjustifiable  and  uneconomic  burdens  on  world  commerce. 
The  failure  to  deal  with  non-tariff  barriers  is  threatening  the  basic 
foundation  of  reciprocity  and  what  the  United  States  believed  to  be  a 
mutually  beneficial  exchange  of  tariff  concessions  in  past  negotiations. 
Despite  continued  efforts  in  the  General  Agreement  on  Tariffs  and 
Trade  and  other  internationl  forums,  including  the  OECD,  and  in 
bilateral  discussions,  insufficient  progress  is  being  made  in  reducing  or 
eliminating  such  barriers  to  international  trade.  The  committee  has 
recognized  this  growing  problem  in  its  amendments  to  section  252  of 
the  Trade  Expansion  Act. 

There  is  much  that  can  and  should  be  done  in  lifting  the  burdens 
from  U.S.  exports,  and  the  administration  should  vigorously  pursue 
this  goal  in  discussions  with  our  trading  partners.  One  of  the  difficulties 
is  that  the  administration  does  not  appear  either  to  have  a  clear 
negotiating  position  on  many  of  the  outstanding  non-tariff  barriers 
of  our  trading  partners,  or  to  have  a  shopping  list  of  priorities  and  a 
method  of  negotiating  to  deal  with  these  problems. 

Unlike  tariffs,  prior  Congressional  delegation  of  authority  to  the 
President  to  reduce  barriers  to  trade,  other  than  tariffs,  is  difficult 
to  embody  in  legislation  because  these  restrictions  often  have  their 
roots  in  purely  domestic  concerns  that  are  only  indirectly  related  to 
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foreign  trade  and  are  imbedded  in  domestic  laws  and  practices.  Many 
such  barriers  would  require  legislative  action  to  accomplish  their 
removal.  To  some  degree,  the  nature  of  such  actions  might  not  finally 
be  clear  until  negotiations  had  shown  what  is  possible. 

In  view  of  these  difficulties,  the  committee  does  not  consider  it 
appropriate  or  feasible  to  consider  legislation  regarding  the  inter- 
national negotiations  on  barriers  to  trade  other  than  tariffs  until  the 
specific  details  of  such  legislation  are  clear.  In  this  respect,  representa- 
tives of  the  executive  branch  should  consult  with  this  committee  and 
such  other  committees  of  the  Congress,  as  may  be  appropriate,  in  the 
examination  of  possible  changes  in  domestic  law  Avhich  might  be  called 
for  as  a  result  of  international  negotiations  in  order  to  benefit  from 
Congressional  views  on  the  future  development  of  acceptable  standards 
of  conduct  in  international  trade  practices.  Subject  to  such  con- 
sultation and  in  consideration  of  the  subsequent  enactment  of  any 
necessary  implementing  legislation,  the  President  should  continue  to 
discuss  with  other  countries  the  means  by  which  barriers  to  trade, 
other  than  tariffs,  can  be  reduced  or  eliminated. 

In  addition,  the  committee  believes  that  the  international  harmo- 
nization of  standards  for  industrial  and  agricultural  products  and  the 
adoption  of  common  quality  assurance  and  certification  schemes  merit 
immediate  consideration.  Decisions  being  made  oday  with  respect  to 
international  harmonization  of  product  standards  are  extremely  im- 
portant to  the  future  growth  of  U.S.  exports.  Producers,  for  example, 
can  manufacture  a  single  model  that  will  meet  the  requirements  of 
many  countries  instead  of  having  to  manufacture  several  models  to 
meet  varying  national  standards  requirements.  And  mutual  recogni- 
tion of  quality  testing  saves  producers  the  expense  and  time  involved 
in  undergoing  tests  in  each  market.  But  if  these  arrangements  are 
exclusive,  they  become  trade  barriers  by  discriminating  against  the 
product  of  third  countries.  The  "Tripartite"  agreement  among 
European  electrical  producers  appears  to  be  such  a  discriminatory 
device.  To  prevent  such  discrimination  and  to  fully  enjoy  their  bene- 
fits countries  willing  and  able  to  assume  the  responsibilities  of  member- 
ship should  be  free  to  join  in  these  undertakings. 

In  order  for  the  United  States  to  effectively  participate  in  interna- 
tional harmonization  and  certification  schemes  there  must  be  full 
cooperation  and  coordination  between  government  and  industry  in 
standard  matters. 

Both  government  and  industry  should  now  take  whatever  steps  are 
necessary  to  ensure  that  U.S.  exports  are  not  denied  the  opportunities 
offered  by  international  efforts  directed  toward  standards  harmoniza- 
tion and  certification.  In  particular,  this  will  require  adequate  funding 
of  U.S.  participation  in  international  standards  writing  and  insuring 
that  the  United  States  possesses  the  institutional  facilities  necessary 
to  take  part  in  testing  and  certification  arrangements.  The  Depart- 
ment of  Commerce  is  the  logical  agency  within  the  U.S.  Government 
to  initiate  and  coordinate  these  efforts  as  they  relate  to  industrial 
products. 

Study  of  Meat  Imports 

With  respect  to  the  meat  import  situation,  there  appear  to  be 
some  controversy  as  to  whether  there  is  a  change  in  the  composition  of 
beef  imports.  The  Tariff  Commission  is  presently  working  on  a 
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survey  of  markets  for  imported  beef.  Since  information  will  be  avail- 
able to  the  Department  of  Agriculture  from  the  Commission,  and  other 
sources,  the  committee  requests  that  the  Department  of  Agriculture 
provide  it  with  a  study  on  imported  meat. 

J.  TECHNICAL  EXPLANATION  OF  THE  AMENDMENT 

Section  1.  Short  title 

Section  1  of  the  bill  provides  that  the  bill  when  enacted  may  be 
cited  as  the  'Trade  Act  of  1970". 

PART  A— AMENDMENTS  TO  THE  TRADE  EXPANSION 

ACT  OF  1962 

Subpart  1 — Trade  Agreements 

Section  SOI .  Basic  Authority  for  Trade  Agreements 

Section  301(a)  of  the  bill  amends  section  201(a)(1)  of  the  Trade 
Expansion  Act  of  1962  (hereinafter  in  this  explanation  referred  to 
as  "1962  Act")  so  as  to  extend  until  the  close  of  June  30,  1975,  the 
period  during  which  the  President  may  enter  into  trade  agreements 
with  foreign  countries  and  instrumentalities  under  the  1962  Act. 

Section  301(b)  of  the  bill  amends  section  201(b)(1)  of  the  1962 
Act  to  provide  that  no  proclamation  made  by  the  President  to  carry 
out  any  trade  agreement  entered  into  during  the  period  July  1,  1967, 
through  June  30,  1975,  may  decrease  any  rate  of  duty  to  a  rate  below 
the  lower  of  (1)  the  rate  20  percent  below  the  rate  existing  on  July  1, 
1967  (as  defined  in  section  301(d)  of  the  bill) ;  or  (2)  the  rate  2  percent 
ad  valorem  (or  ad  valorem  equivalent)  below  the  rate  existing  on  July 
1,1967. 

Section  301(c)  amends  section  201  of  the  1962  Act  to  provide  that 
no  proclamation  pursuant  to  subsection  (a)  shall  be  made  in  order  to 
carry  out  a  trade  agreement  entered  into  after  June  30,  1967,  and  before 
July  1,  1975,  except  to  proclaim  (1)  increased  or  additional  import 
restrictions  or  (2)  such  modifications  as  may  be  necessary  to  fulfill 
concessions  granted  as  compensation  for  import  restrictions  imposed 
by  the  United  States. 

Section  301(d)  amends  sections  202,  211  (a)  and  (e),  212,  213(a), 
and  221  of  the  1962  Act.  These  sections  provided  that  the  limits  on 
the  authority  contained  in  section  201(b)(1)  of  the  1962  Act  were 
not  to  apply  in  specified  cases  (so  that  the  rate  of  duty  could  have 
been  reduced  to  zero).  The  specified  cases  were  articles  having  a  1962 
rate  of  duty  of  5  percent  ad  valorem  or  less,  articles  in  any  category 
for  which  the  United  States  and  the  European  Economic  Com- 
munity accounted  for  80  percent  or  more  of  the  aggregated  world 
export  value  of  all  such  articles,  and  certain  agricultural,  tropical 
agricultural,  and  forestry  commodities.  These  amendments  make  it 
clear  that  these  exceptions  waiving  the  limitations  on  the  decreases 
in  duty  will  not  apply  to  the  new  authority  granted  by  the  bill. 

Section  301(e)  of  the  bill  amends  section  256  of  the  1962  Act  to 
provide  that  the  rate  of  duty  "existing  on  July  1,  1967"  which  may 
be  reduced  for  the  purposes  of  carrying  out  a  trade  agreement  entered 
into  on  or  after  such  date  is  the  lowest  nonpreferential  rate  of  duty 
(however,  established,  and  even  though  temporarily  suspended  by 
Act  of  Congress  or  otherwise)  existing  on  such  date  or  (if  lower)  the 
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lowest  nonpreferential  rate  to  which  the  United  States  was  committed 
on  July  1,  1967,  and  with  respect  to  which  a  proclamation  was  in 
effect  on  July  1,  1970. 

Section  302.  Staging  Requirements 

Subsections  (a)  and  (b)  of  section  302  of  the  bill  amend  subsections 
(a)  and  (c)  of  section  253  of  the  1962  Act  so  as  to  apply  the  staging 
requirements  therein  only  to  rate  reductions  made  pursuant  to  trade 
agreements  entered  into  under  such  Act  before  July  1,  1967. 

Section  302(c)  of  the  bill  redesignates  subsection  (d)  of  such  section 
253  as  subsection  (e)  and  adds  a  new  subsection  (d)  which  provides 
that  any  rate  reduction  made  pursuant  to  a  trade  agreement  entered 
into  under  the  amendment  made  by  section  301(a)  of  the  bill  cannot 
take  effect  more  rapidly  than  if  it  took  effect  in  two  equal  installments 
with  1  year  intervening  between  the  installments.  New  section  253(d) 
also  provides  that  in  applying  such  staging  requirements,  any  reduc- 
tions with  respect  to  an  article  made  under  a  trade  agreement  entered 
into  before  July  1,  1967,  and  which  have  not  taken  effect  on  the  date 
of  the  first  proclamation  under  a  new  agreement  are  to  be  included 
within  the  aggregate  duty  reduction  made  with  respect  to  such  article 
under  the  new  agreement. 

Section  302(d)  of  the  bill  makes  technical  amendments  to  section 
253(e)  (as  redesignated  by  section  302(c)  of  the  bill). 

Section  303.  Foreign  Import  Restrictions  and  Discriminatory  Acts 

Section  252(a)(3)  of  the  1962  Act  is  amended  by  section  303(a) 
of  the  bill  to  strike  out  the  word  " agricultural"  each  place  it  appears 
in  the  phrase  "United  States  agricultural  products".  The  effect  of 
this  change  is  to  provide  that  the  President  may,  without  regard  to 
any  provision  of  a  trade  agreement,  impose  duties  or  other  import 
restrictions  on  the  products  of  a  foreign  country  in  order  to  obtain 
the  removal,  or  prevent  the  establishment,  of  unjustifiable  import 
restrictions  imposed  by  such  country  against  any  type  of  United 
States  product  (whether  or  not  agricultural)  and  to  provide  access  for 
any  such  product  to  the  markets  of  such  country  on  an  equitable  basis. 

Section  303(b)  of  the  bill  amends  section  252(b)  of  the  1962  Act  to 
provide  that  the  action  provided  for  in  such  section  252(b)  (that  is, 
the  suspension,  withdrawal,  or  prevention  of  the  application  of  the 
benefits  of  trade  agreement  concessions;  the  refraining  from  proclaim- 
ing the  benefits  of  such  concessions;  or  the  imposition  of  duties  or  other 
import  restrictions  under  the  amendment  made  by  section  103(c)  of 
the  bill)  is  to  apply  in  the  case  of  any  foreign  country  the  products  of 
which  receive  the  benefits  of  trade  agreement  concessions,  if  such 
country  provides  subsidies  (or  other  incentives  having  the  effect  of 
subsidies)  on  its  exports  of  one  or  more  products  to  other  foreign  mar- 
kets which  unfairly  affect  the  sales  of  the  competitive  United  States 
product  or  products  to  those  other  foreign  markets. 

Section  303(c)  of  the  bill  further  amends  such  section  252(b)  to 
include  within  the  action  of  the  President  covered  by  section  252  (b)  the 
imposition  of  duties  or  other  import  restrictions  on  the  products  of 
any  foreign  country  or  instrumentality  which  (1)  maintains  nontariff 
trade  restrictions,  (2)  engages  in  discriminatory  acts  or  policies  which 
substantially  or  unjustifiably  burden  United  States  commerce,  or 
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(3)  provides  subsidies  of  the  type  discussed  in  the  preceding  paragraph 
of  this  explanation,  when  the  President  deems  such  duties  and  other 
import  restrictions  to  be  necessary  and  appropriate  to  prevent  the 
establishment,  or  obtain  the  removal,  of  such  restrictions,  acts,  policies, 
or  subsidies  and  to  provide  access  for  United  States  products  to  foreign 
markets  on  an  equitable  basis. 

Section  303(d)  of  the  bill  amends  section  252(c)  of  the  1962  Act 
to  require  (rather  than  to  permit,  as  is  the  case  under  existing  section 
252(c))  the  President  to  take  action  (to  the  extent  that  such  action  is 
consistent  with  the  purposes  of  section  102  of  the  1962  Act)  under 
section  252(c)  if  a  foreign  country  maintains  unreasonable  import 
restrictions  which  directly  or  indirectly  substantially  burden  United 
States  commerce. 

The  amendment  by  section  303  (e)  of  the  bill  to  such  section  252  (c) 
makes  the  imposition  of  duties  or  other  import  restrictions  on  the 
products  of  the  foreign  country  concerned  a  third  alternative  course  of 
action  which  the  President  may  choose  to  use  in  the  case  of  such  coun- 
try. The  two  alternative  courses  available  under  present  law  are  (1)  to 
suspend,  withdraw,  or  prevent  the  application  of  benefits  of  trade 
agreement  concessions  to  products  of  such  country,  or  (2)  to  refrain 
from  proclaiming  benefits  of  trade  agreement  concessions  to  carry 
out  a  trade  agreement  with  such  country. 

Section  303(f)  amends  section  252(d)  of  the  1962  Act  to  provide  that 
the  Secretary  of  Commerce  upon  the  request  of  any  interested  party 
shall  make  an  investigation  to  determine  whether  any  specified  restric- 
tion established  or  maintained  by,  act  engaged  in,  or  subsidy  provided 
by  a  foreign  country  constitutes  (1)  a  foreign  import  restriction  re- 
ferred to  in  subsection  (a),  (2)  a  non-tariff  trade  restriction,  discrimina- 
tory or  other  act,  or  subsidy  or  the  incentive  referred  to  in  subsection 
(b)  or  (3)  an  unreasonable  import  referred  to  subsection  (c),  and 
publish  the  findings  from  his  investigation  within  three  months  after 
the  complaint  was  filed.  If  the  Secretary  makes  an  affirmative  determi- 
nation, he  shall  so  report  to  the  President,  and,  after  negotiating  with 
the  foreign  government,  the  President  shall  report  to  the  Congress, 
within  three  months  after  receiving  the  Secretary's  report,  any  actions 
taken  by  him  under  subsections  (a),  (b),  or  (c)  of  the  1962  Act  as 
amended. 

Section  303(g)  amends  the  heading  for  such  section  252  to  read 
"Foreign  Import  Restrictions  and  Discriminatory  Acts". 

Section  304-  Determinations  and  Import  Adjustments  jor  Safeguarding 
National  Security 

Section  304(a)  of  the  bill  amends  section  232(b)  of  the  1962  Act  to 
provide  that  any  adjustment  of  imports  under  section  232  of  such  Act 
is  not  to  be  accomplished  by  the  imposition  or  increase  of  any  duty,  or 
of  any  fee  or  charge  having  the  effect  of  a  duty. 

Section  304(b)  of  the  bill  requires  the  Director  of  the  Office  of 
Emergency  Preparedness  to  make  a  determination  as  to  whether  an 
article  is  being  imported  in  such  quantities  or  under  such  circumstances 
as  to  threaten  to  impair  the  national  security  within  1  year  after  re- 
ceiving a  request  or  application  for  such  a  determination. 

Section  304(c)  applies  the  1-year  limitation  discussed  in  the  pre- 
ceding paragraph  to  requests  or  applications  received  by  the  Director 
of  the  Office  of  Emergency  Preparedness  on  or  after  January  1,  1968; 
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except  that  a  determination  with  respect  to  a  request  or  application 
received  after  that  date  and  more  than  1  year  before  the  date  of  the 
enactment  of  this  bill  must  be  made  by  the  Director  not  later  than  60 
days  after  such  date  of  enactment. 

Subpart  2 — Tariff  Adjustment  and  Adjustment  Assistance 

Section  311.  Petitions  and  Determinations 

Section  311(a)  of  the  bill  amends  section  301  of  the  1962  Act  in  its 
entirety. 

Section  301(a)  (1)  of  the  1962  Act,  as  amended  by  the  bill,  is  the  same 
as  existing  section  301(a)(1)  which  provides  that  a  petition  for  tariff 
adjustment  under  section  351  of  the  Act  of  1962  may  be  filed  with  the 
Tariff  Commission  by  a  trade  association,  firm,  certified  or  recognized 
union,  or  other  industry  representative. 

Section  301(a)(2)  of  such  Act,  as  amended  by  the  bill,  provides  that 
petitions  for  determination  of  eligibility  to  apply  for  adjustment 
assistance  under  chapter  2  (firm  assistance)  or  chapter  3  (worker 
assistance)  of  title  III  of  the  1962  Act  may  be  filed  with  the  President. 
Under  existing  law,  such  petitions  are  filed  with  the  Tariff  Commis- 
sion. Section  301(a)(2)  as  amended  by  the  bill  also  provides  that  a 
petition  filed  by  or  on  behalf  of  a  group  of  workers  shall  apply  only 
with  respect  to  individuals  who  are,  or  who  have  been  within  1  year 
before  the  date  on  which  such  petition  is  filed,  employed  regularly  in 
the  firm  involved  as  full-time  or  part-time  employees. 

Subsection  (b)(1)  of  section  301,  as  amended  by  the  bill,  provides 
that  upon  the  request  of  the  President,  upon  resolution  of  either  the 
Committee  on  Finance  of  the  Senate  or  the  Committee  on  Ways  and 
Means  of  the  House  of  Representatives,  upon  its  own  motion,  or  upon 
the  filing  of  a  petition  under  section  301(a)(1),  the  Tariff  Commission 
is  to  promptly  make  an  investigation  to  determine  whether  an  article 
upon  which  a  concession  has  been  granted  under  a  trade  agreement  is, 
as  a  result,  in  whole  or  in  part,  of  the  duty  or  other  customs  treatment 
reflecting  such  concession,  being  imported  into  the  United  States  in 
such  increased  quantities,  either  actual  or  relative,  as  to  contribute 
substantially  (whether  or  not  such  increased  imports  are  the  major 
factor  or  the  primary  factor)  toward  causing  or  threatening  to  cause 
serious  injury  to  the  domestic  industry  producing  articles  like  or 
directly  competitive  with  the  imported  article. 

The  criterion  in  subsection  (b)(1),  as  amended,  for  determining 
whether  a  domestic  industry  is  being  injured  by  imports  differs  from 
that  in  existing  law  in  that  the  Tariff  Commission  presently  must 
determine  whether  as  a  result  in  major  part  of  concessions  granted 
under  trade  agreements,  the  article  in  question  is  being  imported  into 
the  United  States  in  such  increased  quantities  as  to  cause,  or  threaten 
to  cause,  serious  injury  to  the  domestic  industry  producing  an  article 
which  is  like  or  directly  competitive  with  such  imported  article.  Para- 
graph (3)  of  existing  section  301(b)  provides  that  for  purposes  of  exist- 
ing paragraph  (1)  increased  imports  are  to  be  considered  to  cause  (or 
threaten  to  cause)  serious  injury  when  the  Tariff  Commission  finds  that 
such  increased  imports  have  been  the  major  factor  in  causing  (or 
threatening  to  cause)  such  injury. 
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Section  301(b)(2),  as  amended  by  the  bill,  provides  that  in  making 
an  injury  determination  under  section  301(b)(1),  the  Tariff  Com- 
mission, without  excluding  other  factors,  is  to  take  into  considera- 
tion a  downward  trend  of  production,  prices,  profits,  or  wages  in 
the  domestic  industry  concerned,  a  decline  in  sales,  an  increase  in 
unemployment  or  underemployment,  an  increase  in  imports,  either 
actual  or  relative  to  domestic  production,  a  higher  or  growing  inven- 
tory, and  a  decline  in  the  proportion  of  the  domestic  market  supplied 
by  domestic  producers. 

Section  301(b)(3)  sets  forth  a  definition  of  "domestic  industry  pro- 
ducing articles  like  or  directly  competitive  with  the  imported  article" 
for  purposes  of  applying  subsection  (b)(1).  For  purposes  of  applying 
the  definition,  the  Tariff  Commission  is  required  (insofar  as  practi- 
cable) to  distinguish  or  separate  the  operations  of  producing  organi- 
zations involving  like  or  directly  competitive  articles  from  the  opera- 
tions of  such  organizations  involving  other  articles. 

Section  301  (b)(4),  as  amended  by  the  bill,  provides  that  if  a  majority 
of  the  Commissioners  of  the  Tariff  Commission  who  are  present  and 
voting  on  the  issue  of  injury  under  section  301(b)(1)  make  an  af- 
firmative injury  determination,  then  the  Commissioners  making  such 
affirmative  injury  determination  are  also  required  to  determine  under 
section  301(b)  (5)  whether  the  injury  to  the  industry  is  acute  or  severe, 
or  threatens  to  be  acute  or  severe  after  the  Commission  make  the 
determinations  relating  to  serious  injury  and,  if  affirmative,  to  acute 
or  severe  injury. 

Section  301(b)(4)  also  provides  that  those  Commissioners  making 
an  affirmative  determination  or  injury,  whether  serious,  severe  or 
acute  shall  also  determine  the  amount  of  the  increase  in,  or  imposition 
of,  any  duty  or  other  import  restriction  on  such  article  which  is 
necessary  to  prevent  or  remedy  the  injury  to  the  industry.  Any  such 
remedy  determination  by  a  majority  of  the  Commissioners  making  the 
affirmative  injury  determination  is  treated  as  the  remedy  determina- 
tion of  the  Tariff  Commission  for  the  purposes  of  title  III  of  the  1962 
Act  (principally  for  purposes  of  any  tariff  adjustment  action  taken 
under  section  351). 

Section  301(b)(5),  as  amended  by  the  bill,  sets  forth  procedures 
whereby  if  an  affirmative  injury  determination  is  made  by  the  Tariff 
Commission  under  section  301(b)(1),  the  Commissioners  voting  for 
such  determination  are  required  to  make  an  additional  determination. 
In  making  this  additional  determination,  such  Commissioners  look 
to  see  if  imports  are  increasing  to  the  point  where  they  are  (1)  acutely 
or  severely  injuring  a  domestic  industry  or  (2)  threatening  to  acutely 
or  severely  injure  a  domestic  industry. 

Section  301(b)  (6),  as  amended  by  the  bill,  provides  that  if  the  Tariff 
Commission,  in  the  course  of  any  301(b)  investigation,  has  reason  to 
believe  that  the  increased  imports  are  attributable  in  part  to  circum- 
stances which  come  within  the  purview  of  the  Antidumping  Act, 
1921,  section  303  or  337  of  the  Tariff  Act  of  1930,  or  other  remedial 
provisions  of  law,  it  shall  promptly  notify  the  appropriate  agency 
and  take  such  other  action  as  it  deems  appropriate. 

Sections  301(b)  (7),  (8),  and  (9)  under  the  bill  are  the  procedural 
and  reporting  requirements  pertaining  to  section  301(b)(1)  investiga- 
tions and  determinations.  They  replace  similar  requirements  contained 
in  existing  section  301(d)(1),  the  first  sentence  of  section  301(f)(1), 
and  section  301(f)(2). 
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Section  301(b)  (10)  provides  that  no  investigation  under  section 
301(b)  may  be  undertaken  by  the  Tariff  Commission,  on  the  basis  of 
any  petition  filed  under  section  301(a)  (1)  of  the  1962  Act,  with  respect 
to  any  subject  matter  which  has  previously  been  investigated  by  it 
under  section  301(b)  unless  at  least  1  year  has  elapsed  since  the 
Commission  reported  the  results  of  such  previous  investigation  to  the 
President. 

Section  301(c)(1)  of  the  1962  Act,  as  amended  by  the  bill,  provides 
that  in  the  case  of  a  petition  by  a  firm  for  a  determination  of  eligibility 
to  apply  for  adjustment  assistance,  the  President  is  to  determine 
whether  an  article  like  or  directly  competitive  with  an  article  pro- 
duced by  the  firm,  or  an  appropriate  subdivision  thereof,  is  being 
imported  into  the  United  States  in  such  increased  quantities,  either 
actual  or  relative,  as  to  contribute  substantially  (whether  or  not  such 
increased  imports  are  the  major  factor  or  the  primary  factor)  toward 
causing  or  threatening  to  cause  serious  injury  to  such  firm  or 
subdivision. 

The  President,  in  making  such  a  determination  with  respect  to 
a  firm,  is  required  to  take  into  account  all  economic  factors  which  he 
considers  relevant,  including  idling  of  productive  facilities,  inability  to 
operate  at  a  level  of  reasonable  profit,  and  unemployment  or  under- 
employment. 

Section  301(c)(2)  states  that  the  President  is  to  determine,  in  the 
case  of  a  petition  by  a  group  of  workers  for  a  determination  of  eligi- 
bility to  apply  for  adjustment  assistance,  whether  an  article  like  or 
directly  competitive  with  an  article  produced  by  such  workers'  firm, 
or  an  appropriate  subdivision  thereof,  is  being  imported  into  the  United 
States  in  such  increased  quantities,  either  actual  or  relative,  as  to 
contribute  substantially  (whether  or  not  such  increased  imports  are 
the  major  factor  or  the  primary  factor)  toward  causing  or  threatening 
to  cause  unemployment  or  underemployment  of  a  significant  number 
or  proportion  of  the  workers  of  such  firm  or  subdivision. 

The  President  is  required  under  section  301  (c)  (3)  as  amended  by  the 
bill  to  transmit  promptly  to  the  Tariff  Commission  a  copy  of  each  firm 
or  worker  petition  filed  under  section  301(a)(2)  and  to  request  the 
Commission,  not  later  than  5  days  after  the  date  of  filing  of  the  peti- 
tion, to  make  an  investigation  of  facts  relevant  to  the  determina- 
tions involved.  The  Commission  must  promptly  institute,  and  publish 
notice  in  the  Federal  Register  of,  an  investigation  with  respect  to  the 
petition. 

Section  301(c)(4)  provides  that  in  the  course  of  any  firm  or  worker 
petition  investigation,  the  Tariff  Commission  shall,  after  reasonable 
notice,  hold  a  public  hearing,  if  such  hearing  is  requested  (which 
request  must  be  made  not  later  than  10  days  after  the  date  of  the 
publication  of  notice  under  section  301(c)(3))  by  the  petitioner  or 
any  other  interested  person,  and  shall  afford  interested  persons  an 
opportunity  to  be  present,  to  produce  evdience,  and  to  be  heard  at 
such  hearing. 

Section  301(c)(5)  requires  that  the  report  of  the  Tariff  Commission 
of  the  facts  disclosed  by  its  investigation  under  section  301(c)(3) 
with  respect  to  a  firm  or  group  of  workers  is  to  be  made  at  the  earliest 
practicable  time,  but  not  later  than  60  days  after  the  date  on  which 
it  receives  the  request  of  the  President  for  such  investigation. 
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Section  311(b)  (1)  of  the  bill  provides  that  the  report  of  any  industry 
injury  investigation  by  the  Tariff  Commission  under  section  301(b)(1) 
of  the  1962  Act  during  the  1-year  period  ending  on  the  date  of  the 
enactment  of  the  bill  is  to  be  treated  as  made  more  than  1  year  before 
such  date  for  purposes  of  the  requirement  of  a  1-year  interval  be- 
tween investigations  of  the  same  matter  contained  in  section 
301(b)  (10). 

Section  311(b)(2)  of  the  bill  provides  that  any  industry,  firm,  or 
worker  investigation  under  existing  section  301  (b)  or  (c)  which  is 
pending  before  the  Tariff  Commission  immediately  before  the  date  of 
enactment  of  the  bill  will  be  continued  as  an  investigation  instituted 
under  section  301  (b)  or  (c),  as  amended  by  the  bill,  and  for  purposes  of 
the  time  periods  Avithin  which  reports  by  the  Tariff  Commission  with 
respect  to  such  investigations  must  be  filed,  petitions  therefor  shall  be 
deemed  to  have  been  filed  on  the  date  of  enactment  of  the  bill. 

Section  311(b)(3)  of  the  bill  provides  that  any  report  of  an  affirma- 
tive determination  by  the  Tariff  Commission  with  respect  to  a  firm 
or  worker  petition  under  existing  section  301(c)  (1)  or  (2)  of  the  1962 
Act  on  which  the  President  has  not  acted  by  the  date  of  the  enactment 
of  the  bill  is  to  be  treated  by  him  as  a  report  received  under  section 
301(c)(5),  as  amended  by  the  bill,  on  such  date  of  enactment. 

Section  311(b)(4)  of  the  bill  provides  that  no  petition  may  be  filed 
under  section  301(a)  of  the  1962  Act  during  the  period  beginning  on 
the  date  of  enactment  and  ending  on  the  90th  day  after  such  date,  or, 
if  earlier,  on  the  10th  day  after  the  date  of  publication  of  the  related 
rules  of  the  Tariff  Commission. 

Section  312.  Presidential  Action  With  Respect  to  Adjustment  Assistance 
Section  312(a)  of  the  bill  amends  section  302(a)  of  the  1962  Act  to 
provide,  under  subsection  (a)(1)  thereof,  that  the  President,  if  he 
provides  tariff  adjustment  under  section  351  or  352  after  receiving  an 
affirmative  injury  determination  under  section  301(b),  may  provide, 
with  respect  to  such  industry,  that  its  firms  may  request  the  Secretary 
of  Commerce  for  certification  of  eligibility  to  apply  for  firm  adjust- 
ment assistance,  that  its  workers  may  request  the  Secretary  of  Labor 
for  certification  of  eligibility  to  apply  for  worker  adjustment  assistance, 
or  that  both  the  firms  and  workers  may  request  such  certifications. 

Under  paragraph  (2)  of  such  section  302(a),  if  the  President  does 
not  provide  tariff  adjustment  for  an  industry  under  section  351  or  352 
after  receiving  an  affirmative  injury  determination  under  section 
301(b),  he  shall  promptly  provide  that  both  firms  and  workers  of  such 
industry  may  request  certifications  of  eligibility  for  adjustment 
assistance. 

Paragraph  (3)  of  such  section  302(a)  provides  that  notice  of  each 
action  taken  by  the  President  under  section  302(a)  must  be  published 
in  the  Federal  Register,  and  that  any  request  by  a  firm  or  group  of 
workers  for  certification  must  be  made  to  the  Secretary  of  Commerce 
or  Labor,  as  the  case  may  be,  within  the  1-year  period  after  the  date 
on  which  notice  is  so  published  (unless  the  President  specifies  a  longer 
period) . 

Section  312(b)  of  the  bill  makes  certain  conforming  amendments  to 
section  302(b)  of  the  1962  Act  to  reflect  the  amendments  made  to 
section  302(a)  by  section  312(a)  of  the  bill.  Section  312(b)  also  amends 
paragraph  (2)  of  section  302(b)  to  provide  that  a  certification  of 
eligibility  by  the  Secretary  of  Labor  shall  apply  only  to  workers  who 
are,  or  who  have  been,  employed  regularly  (on  a  full-time  or  part-time 
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basis)  in  the  firm  involved  within  1  year  before  the  date  of  the  insti- 
tution of  the  applicable  Tariff  Commission  investigation  under  section 
301(b). 

Section  312(c)  of  the  bill  amends  section  302(c)  of  the  1962  Act  to 
provide  under  paragraph  (1)  thereof  that  after  receiving  a  report  of 
the  Tariff  Commission  of  the  facts  disclosed  by  its  investigation  under 
section  301(c)(3)  with  respect  to  any  firm  or  group  of  workers,  the 
President  is  to  make  his  determination  (with  respect  to  the  eligibility 
of  such  firm  or  group  to  apply  for  adjustment  assistance)  not  later 
than  30  days  after  the  date  on  which  he  receives  such  report,  unless, 
within  such  period,  the  President  requests  additional  factual  infor- 
mation from  the  Tariff  Commission.  In  that  event,  the  Tariff  Com- 
mission must,  not  later  than  25  days  after  the  date  on  which  it  re- 
ceives the  President's  request,  furnish  such  additional  factual  infor- 
mation in  a  supplemental  report,  and  the  President  must  make  his 
determination  not  later  than  15  days  after  the  date  on  which  he 
receives  such  supplemental  report. 

Under  paragraph  (2)  of  section  302(c),  the  President  is  required  to 
publish  promptly  in  the  Federal  Register  a  summary  of  each  determi- 
nation under  section  301(c)  with  respect  to  any  firm  or  group  of 
workers. 

Under  paragraph  (3)  of  section  302(c),  the  President  is  required  to 
certify  promptly  that  a  firm  or  group  of  workers  is  eligible  to  apply  for 
adjustment  assistance  if  he  makes  an  affirmative  determination  under 
section  301(c)  with  respect  to  the  firm  or  group. 

Paragraph  (4)  of  such  section  authorizes  the  President  to  delegate  to 
any  agency  or  other  instrumentality  of  the  United  States  any  of  his 
functions  with  respect  to  determinations  and  certifications  of  eligibility 
of  firms  or  workers  to  apply  for  adjustment  assistance  under  sections 
301  and  302. 

Section  312(d)  amends  the  heading  of  section  302  to  read  "Pres- 
idential Action  with  Respect  to  Adjustment  Assistance." 

Section  313.  Tariff  Adjustment 

Section  313(a)  of  the  bill  amends  paragraph  (1)  of  section  351(a)  of 
the  1962  Act  to  provide,  under  subparagraph  (A)  thereof,  that  after 
receiving  an  affirmative  injury  determination  of  the  Tariff  Commission 
under  section  301(b)(1),  which  is  not  combined  with  an  additional 
affirmative  determination  of  the  Commission  under  section  301(b)(5), 
the  President  is  to  proclaim  such  increase  in,  or  imposition  of,  any  duty 
or  other  import  restriction  on  the  article  concerned  as  he  determines  to 
be  necessary  to  prevent  or  remedy  serious  injury  to  the  industry,  un- 
less he  determines  that  such  action  would  not  be  in  the  national 
interest. 

Under  paragraph  (1)(B)  of  such  section  351(a),  as  amended  by  the 
bill,  if  the  President  receives  an  affirmative  injury  determination  of  the 
Tariff  Commission  under  section  301(b)(1)  which  is  combined  with  an 
affirmative  additional  determination  of  the  Commission  under  section 
301(b)(5),  he  shall  proclaim  the  increase  in,  or  imposition  of,  any  duty 
or  other  import  restriction  on  the  article  concerned  determined  and  re- 
ported by  the  Commission  pursuant  to  section  301(b),  unless  he 
determines  that  such  action  would  not  be  in  the  national  interest. 

Section  313(a)  of  the  bill  also  makes  certain  conforming  amendments 
to  paragraph  (2)  of  section  351(a).  Paragraph  (2)  sets  forth  pro- 
cedures whereby,  if  the  President  does  not  proclaim  the  increase  in, 
or  imposition  of,  any  duty  or  other  import  restriction  on  the  article 
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concerned  determined  and  reported  by  the  Tariff  Commission  under 
section  301(b),  the  Congress  can  (by  the  adoption  of  a  concurrent 
resolution)  cause  such  increase  or  imposition  to  take  effect.  Such 
paragraph  (2)  is  also  amended  to  provide  that  if  the  President  does 
not  proclaim  the  remedy  determined  by  the  Tariff  Commission  because 
of  considerations  of  national  interest,  he  is  not  required  to  state  the 
considerations  on  which  his  decision  was  based. 

Subsections  (b)  and  (c)  of  such  section  113  make  certain  conforming 
amendments  to  paragraphs  (3)  and  (4)  of  section  351(a). 

Section  313(d)  of  the  bill  makes  certain  amendments  to  section 
351(d)  (1)  which  provides  that  the  Tariff  Commission  must  keep  under 
review  developments  with  respect  to  the  industry  concerned  after 
tariff  adjustment  for  such  industry  is  proclaimed.  One  amendment 
requires  that  the  Commission,  in  making  such  review,  take  into 
account  the  specific  steps  taken  by  firms  in  the  industry  to  enable 
them  to  compete  more  effectively  with  imports.  Another  amendment 
requires  the  Commission  to  take  such  steps  into  account  when,  at  the 
request  of  the  President,  it  advises  him  under  section  351(d)(2)  of  the 
probable  economic  effect  on  the  industry  concerned  of  the  reduction 
or  termination  of  the  increase  in,  or  imposition  of,  any  duty  or  other 
import  restriction  previously  proclaimed  under  section  351.  Such 
section  351(d)  is  further  amended  by  the  addition  of  a  new  paragraph 
(6)  which  provides  that  the  Tariff  Commission,  in  making  any  in- 
vestigation initiated  under  paragraph  (2)  or  (3)  of  section  351(d), 
shall  also  determine  and  report  to  the  President  if  the  termination  of 
the  proclaimed  increase  or  imposition  threatens  to  cause  serious 
injury  to  the  industry  concerned,  and  if  such  determination  is  affirma- 
tive, (1)  the  limit  to  which  such  increase  or  imposition  may  be  reduced 
without  threatening  to  cause  serious  injury  to  the  industry  concerned, 
and  (2)  whether,  in  lieu  of  such  termination,  additional  increases  or 
impositions  of  duties  and  other  import  restrictions  are  required  to 
prevent  or  remedy  serious  injury  to  the  industry  concerned. 

Section  31 4.  Orderly  Marketing  Agreements 

Section  314  of  the  bill  amends  section  352(a)  to  provide  that  the 
President  may  at  any  time  after  receiving  an  affirmative  injury  deter- 
mination of  the  Tariff  Commission  with  respect  to  an  industry  nego- 
tiate international  agreements  with  foreign  countries  to  limit  the 
export  to,  and  import  into,  the  United  States  of  the  article  causing  or 
threatening  to  cause  serious  injury  to  such  industry.  Any  such  agree- 
ment may  replace  in  whole  or  part  any  tariff  adjustment  action  taken 
by  the  President  under  section  351,  but  any  such  agreement  entered 
into  before  such  time  as  the  Congress  takes  action  under  section 
351(a)(2)  which  has  the  result  of  placing  the  Tariff  Commission 
remedy  in  effect  must  terminate  on  the  date  the  President  proclaims 
such  remedy  pursuant  to  section  351(a)(3). 

Section  315.  Increased  Assistance  for  Workers 

Section  315(a)  amends  section  323(a)  of  the  1962  Act  to  provide 
that  the  trade  readjustment  allowance  payable  under  such  section 
323(a)  to  workers  found  eligible  for  adjustment  assistance  is  an 
amount  equal  to  75  percent  of  his  average  weekly  wage  or  to  75  percent 
of  the  average  weekly  manufacturing  wage,  whichever  is  less,  reduced 
by  50  percent  of  the  amount  of  his  remuneration  for  services  performed 
during  such  week.  Under  existing  law  the  applicable  percentage  of  his 
weekly  wage  or  the  weekly  manufacturing  wage  is  65  percent. 
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Section  315(b)  of  the  bill  amends  section  326(a)  of  the  1962  Act 
so  as  to  make  it  clear  that  "supportive  and  other  services"  provided 
for  under  any  Federal  law  are  among  the  services  which  can  be  afforded 
to  adversely  affected  workers  in  order  to  prepare  them  for  full  em- 
ployment. 

Under  section  315(c)  of  the  bill,  the  increased  trade  readjustment 
allowances  provided  for  under  the  amendment  made  by  section 
515(a)  applies  with  respect  to  weeks  of  unemployment  beginning  on 
or  after  the  date  of  enactment  of  the  bill. 

Section  316.  Conforming  Amendments 

Section  316  of  the  bill  makes  conforming  amendments  to  sections 
242(b)(2),  302(b),  311(b)(2),  and  317(a)(2)  of  the  1962  Act. 

PART  B— QUOTAS  ON  CERTAIN  TEXTILE  AND 
FOOTWEAR  ARTICLES 

Subpart  1 — Textile  and  Footwear  Articles 

Section  321 .  Annual  Quotas 

Section  321(a)  of  the  bill  establishes  a  statutory  quota  for  calendar 
year  1971  under  which  the  total  quantity  of  each  category  of  textile 
articles,  and  the  total  quantity  of  each  category  of  footwear  articles, 
produced  in  any  foreign  country  which  may  be  entered  for  consump- 
tion in  the  United  States  during  such  year  may  not  exceed  the  average 
annual  quantity  of  such  category  produced  in  such  country  and 
entered  during  1967,  1968,  and  1969. 

Paragraph  (1)  of  section  321(b)  of  the  bill  provides  that  the  statutory 
quota  applicable  to  each  category  of  textile  articles  and  to  each  cate- 
gory of  footwear  articles  produced  in  any  foreign  country  which  may 
be  entered  in  the  United  States  during  1972  and  any  calendar  year 
thereafter  may  not  exceed  the  total  quantity  determined  for  such 
category  for  such  country  under  section  321(a),  as  increased  by  the 
President  for  any  calendar  year  after  1971  and  before  the  current 
calendar  year  under  paragraph  (2) (A)  of  section  321(b),  plus  any 
further  increase  in  such  quantity  for  the  current  calendar  year  which 
may  be  provided  for  by  the  President  under  such  paragraph  (2) (A). 

Paragraph  (2)  (A)  of  section  321(b)  provides  that  the  President  may 
increase  the  total  quantity  of  each  category  of  textile  articles,  and  the 
total  quantity  of  each  category  of  footwear  articles,  produced  in  any 
foreign  country  which  may  be  entered  during  any  calendar  year  after 
1971  by  such  percentage  (but  not  exceeding  5%  of  the  total  quantity 
determined  for  such  category  for  such  country  under  section  321(a) 
or  section  321(b)  for  the  immediately  preceding  calendar  year)  as  he 
determines  to  be  consistent  with  the  purposes  of  section  321. 

Paragraph  (2)  (B)  provides  that  any  annual  increase  in  any  category 
authorized  by  the  President  under  paragraph  (2)  (A)  for  any  calendar 
year  must  be  the  same  percentage  for  all  foreign  countries. 

Paragraph  (2)  (C)  requires  that  a  determination  of  the  total  quantity 
of  each  category  of  articles  for  each  foreign  country  be  made  under 
section  321  (a)  and  (b)  for  each  calendar  year  after  1971  notwith- 
standing the  fact  that  the  statutory  quota  provided  for  therein  may 
not  apply  during  the  whole  or  part  of  such  year  by  reason  of  the  applica- 
tion of  other  provisions  of  Subpart  B  of  title  III  of  the  bill  or  the  provisions 
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of  the  Arrangement  or  the  Agreement  referred  to  in  section  324(b)  of 
the  bill.  Where  any  category  of  articles  for  a  foreign  country  is  affected 
by  the  nonapplication  of  the  statutory  quota  to  one  or  more  articles 
falling  within  such  category,  for  purposes  of  subsections  (a)  and  (b) 
of  section  201  the  remaining  articles  in  such  category  shall,  for  purposes 
of  that  country  and  for  the  period  of  such  nonapplication  of  the 
statutory  quota,  be  treated  as  having  constituted  a  separate  category 
for  such  country  for  all  years  after  1966.  The  application  of  the 
preceding  sentence  would  yield,  of  course,  to  a  change  in  the  category 
or  categories  concerned  effected  under  paragraph  (3)  of  section  326  of 
the  bill  after  compliance  with  section  205(a)  of  the  bill  (relating  to 
rulemaking  procedures) . 

Paragraph  (3)  of  section  321(b)  provides  that  if  (1)  the  statutory 
quota  does  not  apply  (for  any  of  the  reasons  mentioned  in  the  preced- 
ing paragraph  of  this  explanation)  with  respect  to  any  textile  article 
or  footwear  article  produced  in  a  foreign  country,  but  (2)  at  any 
time  after  1971  a  statutory  quota  begins  to  apply  to,  or  resumes  in 
application  to,  such  article  produced  in  such  country,  and  (3) 
the  President  determines  (A)  that  the  average  annual  quantity  of 
the  article,  produced  in  such  country,  and  entered  in  the  United 
States  during  1967,  1968,  and  1969  was  insignificant,  and  (B)  that 
the  application  of  section  321(b)(3)  to  the  category  which  includes 
such  article  for  such  country  is  consistent  with  the  purposes  of  section 
321,  then  for  the  calendar  year  in  which  such  termination  occurs, 
the  statutory  quota  applicable  with  respect  to  the  quantity  of  the 
category  including  such  article,  produced  in  such  country,  shall  be 
deemed  to  be  the  annual  average  quantity  (of  such  category)  which 
was  entered  during  the  3  calendar  years  immediately  preceding  such 
calendar  year  of  termination  (rather  than  during  the  1967-69  base 
period  provided  for  in  section  521(a))  plus  any  applicable  yearly 
increases  for  periods  after  1971. 

Section  321(c)(1)  of  the  bill  provides  that  any  annual  quantitative 
limitation  under  section  321(a)  or  (b)  shall  be  applied  on  a  calendar 
quarter  or  other  intra-annual  basis  if  the  President  determines  that 
such  application  is  necessary  or  appropriate  to  carry  out  the  purposes 
of  section  321. 

Paragraph  (2)  of  section  321(c)  of  the  bill  provides  that  if  the 
application  of  section  321  (a)  or  (b)  to  any  category  for  any  foreign 
country  begins  or  resumes  after  the  first  day  of  any  calendar  year, 
then  the  amount  of  the  quota  for  such  category  for  such  country  for 
the  remainder  of  such  calendar  year  shall  be  the  annual  amount 
determined  under  section  321  (a)  or  (b),  adjusted  pro  rata  according 
to  the  number  of  full  months  remaining  in  the  calendar  year  after 
the  date  of  such  beginning  or  such  resumption. 

Under  section  321(d)(1)  of  the  bill  the  President  may  exempt  from 
the  statutory  quota  determined  under  section  321  (a)  and  (b)  for  an 
initial  period  of  not  to  exceed  1  year  any  textile  article  or  footwear 
article  produced  in  any  foreign  country  if  he  determines  that  imports 
of  such  article  produced  in  such  country  are  not  contributing  to, 
causing,  or  threatening  to  cause  market  disruption  in  the  United 
States.  Any  such  exemption  may  be  extended  by  the  President  for 
one  or  more  additional  periods  of  not  in  excess  of  1  year  each  if  he 
makes  a  new  determination  (before  each  such  extension)  that  imports 
of  such  article  produced  in  such  country  are  not  contributing  to, 
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causing,  or  threatening  to  cause  market  disruption  in  the  United 
States. 

The  President  may  terminate  an  exemption  made  under  paragraph 
(1)  of  section  321(d)  of  the  bill  at  any  time  upon  his  finding  that  the 
article  covered  by  such  exemption  is  contributing  to,  causing,  or 
threatening  to  cause  market  disruption  in  the  United  States. 

Paragraph  (2)  of  section  321(d)  provides  that  the  President  may 
exempt  from  section  321  (a)  and  (b)  any  textile  article  or  footwear 
article  produced  in  any  foreign  country  whenever  he  determines  that 
such  an  exemption  is  in  the  national  interest,  and  the  President  may 
terminate  any  such  exemption  whenever  he  determines  that  such 
termination  is  in  the  national  interest. 

Paragraph  (3)  of  section  321(d)  provides  that  no  exemption,  exten- 
sion of  an  exemption,  or  termination  of  an  exemption  under  section 
321(d)  (1)  or  (2)  may  take  effect  sooner  than  the  30th  day  after  the 
day  on  which  notice  of  such  exemption,  extension,  or  termination  is 
published  in  the  Federal  Register. 

Under  paragraph  321(e)  of  the  bill,  the  Secretary  of  Commerce  is 
required  to  compute  quantities  under  the  statutory  quotas  provided 
for  in  section  321  (a)  and  (b)  of  the  bill. 

Section  322.  Arrangement  or  Agreements  Regulating  Imports 

Section  322(a)  of  the  bill  authorizes  the  President  to  conclude 
bilateral  or  multilateral  arrangements  or  agreements  with  the  govern- 
ments of  foreign  countries  for  the  purpose  of  regulating,  by  category, 
the  quantities  of  textile  articles  or  footwear  articles,  or  both,  produced 
in  those  countries  which  may  be  exported  to,  or  entered  for  consump- 
tion in,  the  United  States.  The  President  is  authorized  to  issue  regu- 
lations necessary  to  carry  out  the  terms  of  such  arrangements  or 
agreements.  The  President  is  required,  in  concluding  any  such  ar- 
rangement or  agreement,  to  take  into  account  conditions  in  the 
United  States  market,  the  need  to  avoid  disruption  of  that  market, 
and  such  other  factors  as  he  deems  appropriate  in  the  national  interest. 

Section  322(b)  of  the  bill  provides  that  whenever  a  multilateral 
arrangement  or  agreement  concluded  under  section  322(a)  is  in  effect 
among  the  countries,  including  the  United  States,  which  account  for 
a  significant  part  of  world  trade  in  the  article  concerned  and  such 
arrangement  or  agreement  contemplates  the  establishment  of  limita- 
tions on  the  trade  in  the  article  produced  in  countries  not  parties  to 
such  arrangement  or  agreement,  the  President  may  by  regulation 
establish  the  total  quantity  of  the  article  produced  in  each  country 
not  a  party  to  such  arrangement  or  agreement  which  may  be  entered 
for  consumption  in  the  United  States.  Section  322(b)  provides, 
however,  that  such  regulations  may  not  have  the  effect  of  reducing 
the  total  quantity  for  any  category  for  any  country  for  any  calendar 
year  to  an  amount  less  than  the  total  quantity  which  would  be  per- 
mitted to  be  entered  if  section  321  (a)  and  (b)  (the  statutory  quota) 
applied  to  such  category  for  such  country  for  such  year. 

Section  322(c)  of  the  bill  states  that  neither  the  statutory  quota  nor 
exemption  provisions  of  section  321  of  the  bill  are  to  apply  to  imported 
articles  which  are  subject  to  an  arrangement  or  agreement  entered  into 
under  section  322(a)  or  to  regulations  issued  under  section  202(b). 
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Section  323.  Increased  Imports  Where  Supply  Is  Inadequate  To  Meet 
Domestic  Demand  at  Reasonable  Prices 
Section  323  of  the  bill  permits  the  President,  in  carrying  out  sections 
321  and  322,  to  authorize  increased  exports  to  the  United  States  or 
increased  entries  in  the  United  States  of  textile  articles  or  footwear 
articles  of*  any  category  if  he  determines  that  the  supply  of  textile 
articles  or  footwear  articles  similar  to  those  subject  to  limitation  under 
such  sections  will  be  inadequate  to  meet  domestic  demand  at  reason- 
able prices. 

Section  324-  Exclusions 

Section  324(a)  of  the  bill  exempts  from  the  import  restrictions  pro- 
vided for  in  part  B  of  title  III  of  the  bill  any  article  exempted  from  duty 
under  part  2  of  schedule  8  of  the  Tariff  Schedules  of  the  United  States 
(personal  exemptions)  and  any  article  the  entry  of  which  is  regulated 
pursuant  to  paragraph  (4),  (5),  (6),  or  (7)  of  section  498(a)  of  the 
Tariff  Act  of  1930  (relating  to  household  effects,  gifts  from  abroad, 
tools  of  trade,  and  certain  other  personal  articles).  Section  204(a) 
also  provides  that,  to  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  of  Commerce,  the  import  restrictions  provided  for  in 
part  B  of  title  Til  of  the  bill  will  not  apply  to  other  articles  imported  in 
noncommercial  quantities  for  noncommercial  purposes.  Such  regula- 
tions may  include  provision  for  the  nonapplication  of  quotas  to  com- 
mercial samples,  not  for  sale  or  use  other  than  as  samples,  under 
safeguards  which  will  ensure  that  such  provision  will  not  be  used  to 
weaken  the  effectiveness  of  part  B  of  title  III  of  the  bill. 

Section  324(b)  exempts  from  the  application  of  part  B  of  title  III 
(1)  articles  subject  to  the  Long-Term  Arrangement  Regarding  Inter- 
national Trade  in  Cotton  Textiles,  so  long  as  the  United  States  is  a 
party  thereto,  and  (2)  articles  produced  in  the  Philippines  provided 
for  in  item  B  (cordage)  in  the  schedule  to  paragraph  1  of  article  II  of 
the  1955  Agreement  With  the  Philippines  Concerning  Trade  and 
Related  Matters,  so  long  as  such  Agreement  remains  in  effect. 

Section  324(c)  of  the  bill  provides  that  nothing  in  title  III  affects 
the  authority  provided  for  under  section  22  of  the  Agricultural  Ad- 
justment Act  of  1933,  as  amended. 

Section  325.  Administration 

Section  325(a)  of  the  bill  applies  the  rulemaking  provisions  of  sub- 
chapter II  of  chapter  5  of  title  5,  United  States  Code,  to  section 
321(b)(2)  (yearly  increases  in  statutory  quota  amounts);  321(b)(3) 
(application  of  special  statutory  quota  base  in  the  case  of  countries 
providing  insignificant  imports  during  1967-69);  321(d)(1)  (exemp- 
tions from  statutory  quota  for  articles  not  causing  market  disruption) ; 
322(b)  (regulations  limiting  imports  from  countries  not  party  to  cer- 
tain multilateral  arrangements  or  agreements  entered  into  under  sec- 
tion 202(a)) ;  203  (increased  imports  in  cases  where  supply  is  inadequate 
to  meet  domestic  demand  at  reasonable  prices)  ;  324(a)  (regulatory 
determination  of  articles  excluded  from  quota  if  imported  in  noncom- 
mercial quantities  for  noncommercial  purposes) ;  and  326  (article  and 
category  definitions). 

Section  325(b)  of  the  bill  requires  that  all  quantitative  limitations 
established  under  part  B  of  title  III  of  the  bill  or  pursuant  to  any 
arrangement  or  agreement  entered  into  under  such  title,  all  ^  exemp- 
tions established  under  such  title  and  all  extensions  or  terminations 
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thereof,  and  all  regulations  promulgated  to  carry  out  such  title  be 
published  in  the  Federal  Register. 

Under  section  325(b),  the  Secretary  of  Commerce  is  required  to 
certify  to  the  Secretary  of  the  Treasury  for  each  period  the  total 
quantity  of  each  textile  article  and  footwear  article  produced  in  each 
foreign  country  the  entry  of  which  is  affected  by  any  such  quantitative 
limitation  on  importation;  and  the  Secretary  of  the  Treasury  is 
directed  to  take  such  action  as  may  be  necessary  to  ensure  that  the 
total  quantity  so  entered  during  such  period  does  not  exceed  the  total 
quantity  so  certified. 

Section  325(c)  requires  that  all  quantitative  limitations  and  ex- 
emptions established  under  part  B  of  title  III  or  pursuant  to  any 
arrangement  or  agreement  entered  into  under  such  title  and  all 
quantitative  limitations  established  pursuant  to  the  Long-Term 
Arrangement  Regarding  International  Trade  in  Cotton  Textiles  be 
promulgated  as  a  part  of  the  appendix  to  the  Tariff  Schedules  of  the 
United  States,  Annotated. 

Section  326.  Definitions 

Section  326  of  the  bill  contains  six  definitions  which  are  applicable 
for  purposes  of  part  B  of  title  III  of  the  bill. 

Section  326(1)  of  the  bill  defines  ''textile  article"  to  include — 

(1)  any  article  if  wholly  or  in  part  of  cotton,  wool  or  other 
animal  hair,  human  hair,  man-made  fiber,  or  any  combination  or 
blend  thereof,  or  cordage  of  hard  (leaf)  fibers,  classified  under 
schedule  3  of  the  Tariff  Schedules  of  the  United  States; 

(2)  any  article  classified  under  subpart  B  or  C  of  part  1  of 
schedule  7  of  such  schedules  if  wholly  or  in  substantial  part  of 
cotton,  wool,  or  man-made  fiber; 

(3)  any  other  article  specified  by  the  Secretary  of  Commerce 
which  he  has  been  advised  by  the  Secretary  of  the  Treasury  would 
be  classified  under  any  of  the  provisions  of  the  schedules  referred 
to  in  paragraph  (1)  or  (2)  above  but  for  the  inclusion  of  some  sub- 
stance, material,  or  other  component,  or  because  of  its  processing, 
which  causes  the  article  to  be  classified  elsewhere;  and 

(4)  any  article  provided  for  under  paragraph  (1),  (2),  or  (3) 
above  if  entered  under  item  807.00  of  such  schedules  (relating  to 
articles  assembled  abroad  in  whole  or  in  part  of  certain  compo- 
nents fabricated  in  the  United  States),  or  under  the  appendix  to 
such  schedules. 

Such  section  326(1)  does  not  include  within  the  term  "textile  article'' 
any  article  classified  under  any  of  items  300.10  through  300.50,  306.00 
through  307.40,  309.60  through  309.75,  and  390.10  through  390.60, 
inclusive,  of  the  Tariff  Schedules. 

Section  326(2)  defines  the  term  "footwear  article"  to  include  foot- 
wear provided  for  in  any  of  items  700.05  through  700.45,  inclusive, 
item  700.55,  items  700.66  through  700.80,  inclusive,  and  item  700.85 
of  the  Tariff  Schedules  of  the  United  States. 

Section  326(3)  defines  the  term  "category"  to  mean  a  grouping  of 
textile  articles,  or  a  grouping  of  footwear  articles,  as  the  case  may  be, 
as  determined  by  the  Secretary  of  Commerce,  for  the  purposes  of 
part  B  of  title  III  of  the  bill,  using  the  five-digit  and  seven-digit  item 
numbers  applied  to  such  articles  in  the  Tariff  Schedules  of  the  United 
States,  Annotated. 
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Section  326(4)  defines  the  term  "entered"  as  meaning  entered,  or 
withdrawn  from  warehouse,  for  consumption  in  the  customs  territory 
of  the  United  States. 

Section  326(5)  defines  the  term  "produced"  to  mean  manufactured 
or  produced. 

Section  326(6)  defines  the  term  "foreign  country"  to  include  a  foreign 
instrumentality.  For  this  purpose  the  term  "country"  is  used  in  an  all 
inclusive  sense;  a  dependency  or  colony  which  is  not  treated  as  part  of 
another  country  is  to  be  treated  as  a  separate  country. 

Subpart  2 — Effective  Period 

Section  331.  Termination  of  Title,  Extension  Under  Certain  Conditions 

Section  331(a)  of  the  bill  provides  that  title  III  of  the  bill  which 
establishes  quotas  on  certain  textile  and  footwear  articles  is  to  termi- 
nate at  the  close  of  July  1,  1976,  unless  extended  under  section  331(b). 

Section  331(b)  provides  that  the  effective  period  of  part  B  of  title  III 
of  the  bill  may  be  extended  in  whole  or  in  part  by  the  President  after 
July  1,  1976,  for  such  periods  (not  to  exceed  5  years  at  any  one  time) 
as  he  may  designate  if  after  seeking  advice  of  the  Tariff  Commission 
and  of  the  Secretary  of  Commerce  and  of  the  Secretary  of  Labor, 
the  President  determines  that  such  extension  is  in  the  national  interest. 

Under  section  331(c)  the  President  is  required  to  report  promptly 
to  Congress  with  respect  to  any  action  taken  by  him  to  extend  the 
effective  period  of  part  B  of  title  III. 

Section  331(d)  states  that  nothing  in  section  331  affects  the  validity 
of  any  arrangement  or  agreement  entered  into  under  section  322(a) 
before  the  termination  of  part  B  of  title  III  or  of  any  regulations  issued 
under  subsection  (a)  or  (b)  of  section  322  in  connection  with  any 
arrangement  or  agreement  entered  into  under  section  322(a)  before 
such  termination. 

PART  C— OTHER  TARIFF  AND   TRADE  PROVISIONS 

Subpart  1 — Amendments  to  the  Antidumping  and  Counter- 
vailing Duty  Laws 

Section  31^1.  Antidumping  Act,  1921 

Section  341(a)  of  the  bill  amends  section  201(b)  of  the  Antidumping 
Act,  1921,  to  provide  that  the  Secretary  of  the  Treasury  or  his  delegate 
must,  within  4  months  after  a  question  of  dumping  is  raised  by  or 
presented  to  him,  make  the  determination  required  under  present 
law  as  to  whether  there  is  reason  to  believe  or  suspect  that  the  purchase 
price  of  imported  merchandise  is  less,  or  the  exporter's  sales  price  is 
less  or  likely  to  be  less,  than  the  foreign  market  or  constructed  value 
of  the  merchandise.  If  the  Secretary's  determination  is  in  the  affirma- 
tive, then  under  paragraph  (2)  of  such  section  201(b),  as  amended  by 
the  bill,  he  must  publish  notice  thereof  in  the  Federal  Register  and 
require  the  withholding  of  appraisement  of  any  such  merchandise 
entered  on  or  after  such  date  of  publication.  Such  paragraph  (2)  also 
retains  the  present  provision  in  the  Antidumping  Act  which  authorizes 
the  Secretary  to  order  that  such  withholding  be  made  effective  with 
respect  to  merchandise  entered  on  or  after  an  earlier  date,  but  in  no 
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case  may  the  effective  date  of  withholding  be  earlier  than  the  120th 
day  before  the  question  of  dumping  was  raised  by  or  presented  to  him. 

Paragraph  (3)  of  such  section  201(b)  provides  that  if  the  Secretary's 
determination  is  negative,  notice  thereof  must  be  published  in  the 
Federal  Register,  but  the  Secretary  may  within  3  months  thereafter 
order  the  withholding  of  appraisement  if  he  then  has  reason  to  believe 
or  suspect  that  dumping  is  involved;  an  order  of  withholding  of 
appraisement  in  that  case  is  treated  in  the  same  manner  as  is  a  with- 
holding under  paragraph  (2)  of  section  201(b).  Such  section  201(b)  as 
amended  by  the  bill  also  provides  that  the  question  of  dumping  is 
deemed  to  have  been  raised  by  or  presented  to  the  Secretary  on  the 
date  on  which  a  notice  is  published  in  the  Federal  Register  that  infor- 
mation relating  to  dumping  has  been  received  in  accordance  with 
regulations  prescribed  by  him. 

Section  341(b)(3)  also  provides  that  if  the  Secretary  determines 
within  2  months  after  the  question  of  dumping  was  raised  that  the 
circumstances  are  such  that  a  determination  cannot  reasonably  be 
made  within  4  months,  he  shall  publish  notice  to  that  effect,  and  in 
such  cases,  may  take  up  to  7  months  after  the  question  of  dumping 
was  raised  to  reach  a  determination. 

Section  341(b)  of  the  bill  adds  a  new  subsection  (b)  to  section  205 
of  the  Antidumping  Act,  1921,  which  provides  that  if  available 
information  indicates  to  the  Secretary  of  the  Treasury  that  the 
economy  of  the  country  from  which  merchandise  is  exported  is 
state-controlled  to  an  extent  that  sales  of  such  or  similar  merchan- 
dise in  that  country  or  to  countries  other  than  the  United  States  do 
not  permit  a  determination  of  foreign  market  value  under  section 
205(a)  of  such  Act,  he  shall  determine  the  foreign  market  value  of 
the  merchandise  on  the  basis  of  the  normal  costs,  expenses,  and 
profits  as  reflected  by  either  (1)  the  prices  at  which  such  or  similar 
merchandise  of  a  non-state-controlled-economy  country  is  sold  either 
for  consumption  in  the  home  market  of  that  country,  or  to  other 
countries,  including  the  United  States;  or  (2)  the  constructed  value 
of  such  or  similar  merchandise  in  a  non-state-controlled-economy 
country  as  determined  under  section  206  of  the  Antidumping  Act, 
1921. 

Section  341(c)  of  the  bill  makes  the  amendment  made  by  section 
341(a)  of  the  bill  effective  on  the  180th  day  after  the  date  of  enactment 
of  the  bill. 

Section  341(c)  of  this  title  amends  section  210  of  the  Antidumping- 
Act  to  make  it  clear  that  the  right  of  protest  referred  to  in  section  210 
includes  the  right  of  an  American  manufacturer,  producer  or  whole- 
saler of  merchandise  of  the  same  class  or  kind  as  foreign  merchandise 
which  is  the  subject  of  a  determination  by  the  Secretary  under  section 
201(c).  This  section  341(c)  also  amends  section  516  of  the  Tariff  Act 
of  1930  to  add  a  new  subsection  (d)  which  would  provide  the  proce- 
dure for  the  U.S.  manufacturer,  producer  or  wholesaler  of  merchan- 
dise to  protest  a  negative  dumping  decision  by  the  Secretary  of 
Treasury. 

Section  3^2.  Countervailing  Duties 

Section  342(a)  of  the  bill  amends  section  303  of  the  Tariff  Act  of 
1930  in  its  entirety,  although  retaining  many  of  the  provisions  of 
existing  section  303.  Subsection  (a)(1)  of  the  amended  section  303  pro- 
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rides  that  whenever  any  country  or  other  governmental  entity  or 
private  entity,  pays  or  bestows  any  bounty  or  grant  upon  the  manu- 
facture, production,  or  export  of  any  article  or  merchandise  manu- 
factured or  produced  in  such  country  or  subdivision  thereof,  then  upon 
the  importation  of  such  article  or  merchandise  into  the  United  States, 
whether  imported  directly  from  the  country  of  production  or  other- 
wise, and  whether  such  article  or  merchandise  is  imported  in  the  same 
condition  as  when  exported  or  has  been  changed  in  condition  by 
remanufacture  or  otherwise,  there  is  to  be  levied  and  paid  with  respect 
to  such  article  or  merchandise,  in  addition  to  any  duties  otherwise 
imposed,  a  duty  equal  to  the  net  amount  of  such  bounty  or  grant.  The 
bill  adds  the  requirement  that  the  Secretary  of  the  Treasury  must 
determine,  within  12  months  after  the  date  on  which  the  question  is 
presented  to  him,  whether  any  bounty  or  grant  is  being  paid  or 
bestowed. 

Section  303(a)(2)  as  added  by  the  bill  requires  that  in  the  case  of 
any  imported  article  or  merchandise  which  is  free  of  duty,  duties  may 
be  imposed  under  section  303  only  if  there  is  an  affirmative  determine.- 
tion  by  the  Tariff  Commission  under  section  303(b)(1). 

Section  303(a)(3)  retains  the  requirement  in  existing  section  303 
that  the  Secretarj^  from  time  to  time  must  ascertain  and  determine,  or 
estimate,  the  net  amount  of  each  such  bounty  or  grant,  and  declare  the 
net  amount  so  determined  or  estimated. 

Under  section  303(a)(4)  the  Secretary  is  required  to  make  all  regu- 
lations he  may  deem  necessary  for  the  identification  of  articles  and 
merchandise  covered  by  section  303  and  for  the  assessment  and 
collection  of  the  duties  thereunder.  Such  paragraph  (4)  also  provides 
that  all  determinations  by  the  Secretary  under  section  303(a),  and  all 
determinations  by  the  Tariff  Commission  under  section  303(b)(1), 
whether  affirmative  or  negative,  are  to  be  published  in  the  Federal 
Register. 

Under  section  303(b)(1),  as  added  by  the  bill,  the  Secretary  of  the 
Treasury  must,  whenever  he  determines  that  a  bounty  or  grant  is 
being  paid  with  respect  to  duty-free  merchandise,  advise  the  Tariff 
Commission  which  shall  determine  within  3  months  thereafter,  and 
after  such  investigation  as  it  deems  necessary,  whether  an  industry  in 
the  United  States  is  being  or  is  likely  to  be  injured,  or  is  prevented 
from  being  established,  by  reason  of  the  importation  of  such  article 
or  merchandise  into  the  United  States  and  notify  the  Secretary  of  that 
determination.  The  Secretary  is  further  required,  under  such  regula- 
tions as  he  may  prescribe,  to  suspend  liquidation  of  any  such  article 
or  merchandise  which  is  entered,  or  withdrawn  from  warehouse,  for 
consumption,  on  or  after  the  30th  day  after  the  date  of  the  publication 
in  the  Federal  Register  of  his  determination  under  section  301(a)(1), 
and  such  suspension  will  continue  until  further  order  of  the  Secretar3r. 

New  section  303(b)(2)  provides  that  if  the  determination  of  the 
Tariff  Commission  under  section  303(b)  (1)  is  affirmative,  the  Secretary 
is  to  make  public  an  order  directing  the  assessment  and  collection  of 
duties  in  the  amount  of  such  bounty  or  grant  as  is  from  time  to  time 
ascertained  and  determined,  or  estimated,  under  section  303(a). 

Subsection  (c)  of  the  amended  section  303  provides,  that  an  affirma- 
tive determination  by  the  Secretary  of  the  Treasury  under  section 
303(a)(1)  with  respect  to  any  imported  article  or  merchandise  which 
(1)  is  dutiable,  or  (2)  is  free  of  duty  but  with  respect  to  which  the 
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Tariff  Commission  has  made  an  affirmative  determination  under  sec- 
tion 303(b)(1),  applies  with  respect  to  articles  entered,  or  withdrawn 
from  warehouse,  for  consumption  on  or  after  the  30th  day  after  the 
date  of  the  publication  in  the  Federal  Register  of  such  determination 
by  the  Secretary. 

Section  303(d)  as  added  by  the  bill  provides  that  no  countervailing 
duty  is  to  be  imposed  with  respect  to  any  article  which  is  subject  to 
a  quantitative  limitation  imposed  by  the  United  States  on  its  importa- 
tion, or  subject  to  a  quantitative  limitation  on  its  exportation  to  or 
importation  into  the  United  States  imposed  under  an  agreement  to 
which  the  United  States  is  a  party,  unless  the  Secretary  of  the  Treas- 
ury determines,  after  seeking  information  and  advice  from  such  agen- 
cies as  he  deems  appropriate,  that  such  quantitative  limitation  is  not 
an  adequate  substitute  for  the  imposition  of  a  countervailing  duty. 
This  determination  is  to  be  made  on  an  article-by-article  basis. 
Furthermore,  in  the  case  of  a  quantitative  limitation  with  respect  to 
an  article  which  applies  only  if  the  article  does  not  exceed  a  stated 
value,  the  determination  shall  be  made  as  if  the  article,  when  valued 
below  the  stated  amount,  constituted  a  separate  article. 

Section  342(b)  of  the  bill  provides  that  the  amendment  made  by 
section  342(a)  takes  effect  on  the  date  of  the  enactment  of  the  bill, 
except  that  the  last  sentence  of  section  303(a)(1)  of  the  Tariff  Act  of 
1930  (requiring  that  bounty  determinations  be  made  within  12  months 
after  presented)  applies  only  with  respect  to  questions  regarding 
bounties  presented  on  or  after  such  date  of  enactment. 

Subpart  2 — Tariff  Commission 

Section  351.  Independent  Status  of  the  Tariff  Commission 

Section  351  of  this  title  amends  section  330  of  the  Tariff  Act  of 
1930  to  provide  that  except  as  otherwise  specifically  provided  by  law, 
the  Tariff  Commission  shall  be  independent  of  the  Executive. 

Subpart  3. — The  General  Agreement  on  Tariffs  and  Trade 

Section  361  of  this  title  would  direct  the  Executive  Branch  to  study 
and  submit  to  the  Congress  reports  on  important  issues  involved  in 
international  trade. 

Section  361(a)  would  involve  all  presently  existing  provisions  and 
interpretations  of  the  GATT.  It  would  include  but  not  be  limited  to : 

(1)  The  most  favored  nation  principle,  the  special  exceptions 
thereto,  the  effect  of  these  exceptions  on  U.S.  trade  and  investment 
patterns ; 

(2 )  The  provisions  on  export  subsidies  and  border  taxes  and  the 
rationale  underlying  the  different  treatment  of  direct  and  indirect 
taxes  insofar  as  border  tax  adjustments  are  concerned; 

(3)  The  adequacy  of  provisions  on  agricultural  trade; 

(4)  The  adequacy  of  provisions  dealing  with  balance  of  pay- 
ments matters ; 

(5)  The  provisions  on  unfair  trade  practices  and  relief  from 
injurious  imports ;  and 

(6)  The  provisions  on  "compensation"  and  "retaliation." 
Section  361  (b)  would  direct  the  Executive  Branch  to  study  a  num- 
ber of  specific  problems  including : 
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(1)  A  United  States  negotiating  position  with  respect  to  the 
quantitative  restrictions  that  remain  in  effect  in  many  countries ; 

(2)  The  border  tax — export  rebate  system  of  the  European 
Community  with  particular  reference  to  U.S.  countervailing  duty 
laws ; 

(3)  The  common  agricultural  policies  of  the  European  Com- 
munity ; 

(4)  Discriminatory  government  procurement  policies; 

(5)  The  probable  effects  of  British  entry  into  the  Common 
Market  on  United  States  trade  and  balance  of  payments ; 

(6)  The  effect  of  foreign  exchange- rate  changes  on  U.S.  trade 
and  tariff  concessions; 

(7)  An  analysis  of  whether  or  not  greater  flexibility  in  foreign 
exchange  rates  would  serve  in  the  interests  of  United  States  and 
world  trade; 

(8)  The  nature  and  extent  to  which  other  countries  subsidize 
their  exports  directly  or  indirectly ; 

(9)  A  comparative  analysis  of  various  proposals  to  extend 
"tariff  preferences"  to  the  products  of  less  developed  countries 
with  particular  emphasis  on  the  effects  on  U.S.  trade  and  invest- 
ment patterns  and  on  U.S.  labor ;  and 

(10)  The  Various  agency  responsibilities  within  the  Executive 
Branch  for  handling  all  U.S.  foreign  trade  matters,  and  the  means 
by  which  policy  coordination  is  achieved. 

Section  361(c)  of  this  title  provides  that  the  Executive  shall  com- 
plete these  studies  by  December  31, 1971. 

Section  362  of  this  title  directs  the  Tariff  Commission  to  conduct 
studies  and  submit  reports  on  them  to  the  Committee  on  Finance  not 
later  than  December  31, 1971,  on  the  following  subjects : 

(1)  The  tariff  and  nontariff  barriers  among  the  principal 
trading  nations  in  the  industrialized  countries,  including  an 
analysis  of  the  disparity  in  tariff  treatment  of  similar  articles  of 
commerce  by  different  countries.  This  analysis  is  to  explore  the 
reasons  for  the  disparities; 

(2)  The  nature  and  extent  of  the  tariff  concessions  granted  in 
the  GATT  by  the  principal  trading  nations  in  the  industrialized 
countries ; 

(3)  (a)  The  foreign  customs  valuation  procedures  and  those  of 
the  United  States  with  a  view  to  developing  and  suggesting  uni- 
form standards  of  custom  valuation  which  would  operate  fairly 
among  all  classes  of  shippers  in  international  trade  and  (b)  the 
economic  effects  which  follow  if  the  United  States  adopts  such 
standards  of  valuation,  based  on  rates  of  duty  which  will  become 
effective  on  January  1, 1972 ;  and 

(4)  The  implications  of  multinational  firms  on  the  piatterns  of 
world  trade  and  investment  and  on  U.S.  trade  and  labor. 

It  is  the  committee's  expectation  that  these  studies  will  lead  to  con- 
structive proposals  for  international  principles  for  insuring  free  and 
fair  competition  in  world  markets  and  which  would  guarantee  reci- 
procity for  U.S.  trade  and  investment.  Only  on  the  basis  of  the  full 
facts  can  the  committee  and  the  Congress  exercise  its  Constitutional 
prerogative  and  responsibilities  in  the  field  of  international  trade. 
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Subpart  4 — Miscellaneous  Provisions 

Section  371.  Amendments  to  Automotive  Products  Trade  Act  of  1965 

Section  371(a)  of  the  bill  amends  section  302(a)  of  the  Automotive 
Products  Trade  Act  of  1965  to  authorize  the  filing  of  petitions  by 
firms  or  groups  of  workers  with  the  President  for  certifications  of 
eligibility  to  apply  for  adjustment  assistance  under  title  III  of  the  1962 
Act.  Under  existing  law,  the  last  day  on  which  such  petitions  could  be 
filed  was  June  30,  1968. 

Section  371(b)  amends  the  side  heading  of  section  302  of  such  Act 
of  1965  to  read  "Special  Authority". 

Section  371(c)  amends  subsections  (c)  and  (d)  of  such  section  302 
to  provide  that  in  determining  whether  groups  of  workers  or  firms  are 
eligible  to  apply  for  adjustment  assistance,  the  President  is  to  con- 
sider whether  or  not  the  operation  of  the  Agreement  Concerning  Auto- 
motive Products  Between  the  Government  of  the  United  States  of 
America  and  the  Government  of  Canada  has  been  a  substantial  factor 
(rather  than  the  primary  factor,  as  under  existing  law)  in  causing  or 
threatening  to  cause  dislocation  of  the  firm  or  group  of  workers. 
Section  371(c)  also  makes  a  conforming  change  in  section  302(g)(2) 
of  such  act  of  1965. 

Section  371(d)  provides  that  the  amendments  made  by  section  341 
apply  with  respect  to  petitions  for  certification  of  eligibility  filed 
after  the  date  of  the  enactment  of  the  bill,  except  that  such  amend- 
ments will  apply  only  with  respect  to  dislocations  which  began  after 
June  30,  1968.  Where  such  a  dislocation  began  after  June  30,  1968, 
and  before  July  1,  1970,  such  amendments  will  apply  only  if  the  peti- 
tion concerned  is  filed  on  or  before  the  90th  day  after  such  date  of 
the  enactment. 

Section  371(e)  directs  the  President  to  secure  elimination  by  the 
Government  of  Canada  of  its  duties  and  other  import  restrictions  on 
automobiles  produced  in  the  United  States.  If  this  is  not  achieved 
before  January  1,  1973,  the  amendment  directs  the  President  to 
exercise  the  authority  conferred  on  him  by  section  204  of  the  Auto- 
motive Products  Act  of  1965  to  terminate  in  whole  or  in  part  procla- 
mations issued  under  such  Act. 

Section  372.  Bates  of  Duty  on  Mink  Furskins;  Repeal  of  Embargo  on 
Certain  Furs 

Section  372(a)(1)  of  the  bill  adds  new  items  to  schedule  1,  part  5, 
subpart  B  of  the  Tariff  Schedules  to  establish  a  tariff  rate  quota  on 
mink  furskins.  A  quota  of  3,600,000  skins  is  established  for  each  cal- 
endar year  and  is  allocated  on  a  quarterly  basis.  Raw  or  not  dressed 
skins  entered  within  the  quota  are  duty  free  (as  at  present)  if  the 
column  1  rate  applies  and  dutiable  at  30%  ad  valorem  if  the  column  2 
rate  (rate  applied  if  the  article  is  the  product  of  a  designated  Com- 
munist country)  applies.  Dressed  furskins  entered  Avithin  the  quota, 
if  in  the  form  of  plates,  mats,  linings,  strips,  crosses,  or  similar  forms, 
are  dutiable  at  12%  ad  valorem  if  not  dyed  (35%  ad  valorem  if  the 
column  2  rate  applies)  and  at  14%  ad  valorem  if  dyed  (40%  ad  valorem 
under  column  2).  Other  dressed  furskins  entered  within  quota  if  not 
dyed  are  dutiable  at  3.5%  ad  valorem  (25%  ad  valorem  under  column 
2)  and  if  dyed  are  dutiable  at  5.5%  ad  valorem  (30%  ad  valorem  under 
column  2).  Any  furskin,  whether  or  not  dressed  and  whether  dyed  or 
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not  dyed,  which  is  entered  in  a  calendar  year  after  the  quota  for  that 
year  is  filled  is  dutiable  at  25%  ad  valorem  under  column  1  and  40% 
ad  valorem  under  column  2. 

Section  372(a)(2)  adds  a  new  item  791.12  to  schedule  7,  part  13, 
subpart  B  of  the  Tariff  Schedules  making  garments  of  mink  dutiable 
at  14%  ad  valorem  under  column  1  and  at  50%  ad  valorem  under 
column  2. 

Section  372(b)  repeals  the  existing  embargo  in  headnote  4  to 
schedule  1,  part  5,  subpart  B  of  the  Tariff  Schedules  on  ermine,  fox, 
kolinsky,  marten,  mink,  muskrat,  and  weasel  furskins,  raw  or  not 
dressed  or  dressed,  which  are  the  product  of  the  Soviet  Union  or 
Communist  China  and  applies  a  duty  of  30%  ad  valorem  on  these 
articles,  raw  or  not  dressed. 

Section  372(c)  makes  the  amendments  and  the  repeal  effected  by 
section  372  of  the  bill  applicable  with  respect  to  articles  entered,  or 
withdrawn  from  warehouse,  for  consumption  on  or  after  January  1, 
1971. 

Section  373.  Rate  of  Duty  on  Glycine  and  Certain  Related  Products 

Section  373(a)  of  title  III  of  the  bill  amends  schedule  7,  part  13,  sub- 
part B  of  the  Tariff  Schedules  to  provide  a  tariff  rate  quota  on  glycine 
(aminoacetic  acid)  and  salts  thereof,  and  certain  mixtures  of  glycine 
or  its  salts.  Under  the  quota,  the  first  1,500,000  pounds  of  the  articles 
entered  during  any  calendar  year,  and  the  first  375,000  pounds  entered 
during  any  calendar  quarter  are  dutiable  at  8.5%  ad  valorem  if  the 
column  1  rate  applies  and  at  25%  ad  valorem  if  the  column  2  rate 
applies.  Glycine,  salts,  and  mixtures  entered  after  the  annual  quota 
is  filled  in  a  calendar  year  or  the  quarterly  quota  is  filled  in  a  calendar 
quarter  are  dutiable  at  8.5%  ad  valorem  plus  25  cents  per  pound  under 
column  1  and  at  25%  ad  valorem  plus  25  cents  per  pound  under 
column  2. 

Section  373(b)  makes  the  tariff  rate  quota  established  in  section 
344(a)  effective  with  respect  to  articles  entered  on  or  after  January  1, 
1971. 

Section  374.  Ski  Bindings 

Section  374  of  the  bill  amends  schedule  7,  part  5,  subpart  D  of  the 
Tariff  Schedules  to  provide  a  new  rate  on  parts  of  ski  bindings  (TSUS 
734.97)  of  3%  ad  valorem  on  January  1,  1971. 

Section  375.  Invoice  Information 

Section  375  of  title  III  of  the  bill  amends  section  481(a)  of  the  Tariff 
Act  of  1930  (relating  to  information  required  on  invoices  of  imported 
merchandise)  to  require  that  such  invoices  contain  such  information 
as  to  product  description  as  is  required  to  be  made  a  part  of  the  entry 
by  provisions  of  the  Tariff  Schedules  of  the  United  States,  Annotated. 

Section  376.  Reports  of  Imports  ctnd  Exports 

Section  376  of  title  III  of  this  bill  amends  section  301  of  title  13  of 
the  United  States  Code  to  require  the  Secretary  of  Commerce  in 
compiling  and  publishing  any  information : 
(1)  With  respect  to  imports  to  state : 

(A)  The  dutiable  value  of  the  imported  article ;  and 

(B)  The  c.i.f.  value  of  the  imported  article;  and 
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(2)  With  respect  to  exports  to  state  separately  from  the  total 
value  of  all  exports : 

(A)  (i)  the  value  of  agriculture  commodities  exported 
under  the  Agricultural  Trade  Development  and  Assistance 
Act  of  1954,  as  amended ;  and 

(ii)  the  total  amount  of  all  export  subsidies  paid  to  ex- 
porters by  the  United  States  under  such  Act  for  the  exporta- 
tion of  such  commodities ;  and 

(B)  the  value  of  goods  exported  under  the  Foreign  Assist- 
ance Act  of  1961. 

Section  377.  Certain  Meat  and  Meat  Products 

Section  377  of  title  III  of  the  bill  amends  Public  Law  88-482  to 
include  "prepared"  fresh,  chilled  and  frozen  beef  and  veal  in  the  basic 
meat  import  quota  provisions  of  that  Act  and  to  allocate  the  annual 
total  quantities  of  all  meats  subject  to  import  limitations  on  a  quarterly 
basis. 

Section  378.  Trade  With  Foreign  Countries  Permitting  Uncontrolled 
Production  of  or  Trafficking  in  Certain  Drugs 
Section  378  of  title  III  of  the  bill  authorizes  the  President  of  the 
United  States  to  impose  an  embargo  or  suspension  of  trade  with  a 
nation  which  permits  the  uncontrolled  or  unregulated  production  of 
or  trafficking  in  opium,  heroin,  or  other  poppy  derivatives  in  a  manner 
to  permit  these  drug  items  to  fall  into  illicit  commerce  for  ultimate 
disposition  and  use  in  the  United  States. 
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VIII.  AMENDMENTS  TO  PUBLIC  ASSISTANCE  PROGRAMS 
AND  WORK  INCENTIVE  PROGRAM 

A.  AID  TO  THE  AGED,  BLIND,  AND  DISABLED 

The  committee  has  a  continuing  deep  concern  for  those  of  our 
citizens  who  are  in  financial  need  because  of  old  age  or  because  of 
blindness  or  other  crippling  disabilities.  Accordingly,  the  committee 
bill  adds  provisions  to  the  House  bill  which  significantly  improve 
welfare  benefits  for  such  individuals.  At  the  same  time,  recognizing 
the  already  heavy  burden  of  welfare  expenditures  faced  by  the  States, 
the  committee  has  included  in  the  bill  provisions  which  will  not  only 
assure  no  increase  in  State  costs  because  of  the  improvements  in 
welfare  for  the  aged,  blind,  and  disabled,  but  will  also  actually  reduce 
State  budgets  for  these  programs. 

National  Minimum  Income  Standard  for  the  Needy  Aged,  Blind, 

and  Disabled 


Under  present  law,  each  State  determines  the  level  of  assistance 
which  it  will  provide  to  needy  persons  under  the  Federally-matched 
programs  of  aid  to  the  aged,  blind,  and  disabled.  The  committee  recog- 
nizes that  this  arrangement  is  basically  sound  in  that  it  allows  each 
State  to  design  its  program  in  accord  with  its  resources  and  with  the 
level  of  costs  prevailing  within  the  States.  However,  the  committee 
also  feels  that  it  is  both  possible  and  appropriate  to  establish  by  Fed- 
eral law  a  minimum  level  of  income  support  applicable  on  a  nation- 
wide basis  to  all  needy  persons  who  are  aged,  blind,  or  disabled.  Ac- 
cordingly, the  committee  bill  would  require  States  to  provide  a  level 
of  assistance  sufficient  to  assure  persons  in  these  categories  a  total 
monthly  income  from  all  sources  of  at  least  $130  for  a  single  individual 
and  at  least  $200  for  a  couple.  Each  State  would,  of  course,  remain 
free  to  continue  or  establish  a  higher  standard. 


(Sec.  501  of  the  bill) 


Old-age  assistance:  State  needs  standards  and  payment  levels 


Single  person 


Couple 


Payment 
to  person 
with  no 


Payment 
to  couple 
with  no 


Standard 
of  need 


other 
income 


Standard 
of  need 


other 
income 


Alabama 
Alaska. _ 


$140 
211 
118 
135 
171 


$97 
211 
85 
94 
171 


$235 
273 
164 
224 
306 


$194 
273 
164 
188 
306 


Arizona.  _ 
Arkansas. 
California 
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Old-age  assistance:  State  needs  standards  and  payment  levels — Continued 


Single  person  Couple 


Payment  Payment 

to  person  to  couple 

with  no  with  no 

Standard             other  Standard  other 

of  need          income  of  need  income 


Colorado   132  132  264  264 

Connecticut   136  136  184  184 

Delaware   130  100  184  184 

District  of  Columbia   132  112  181  153 

Florida   114  85  170  170 

Georgia   93  84  151  151 

Guam   120  120  161  161 

Hawaii   122  122  191  191 

Idaho   153  153  190  190 

Illinois   176  176  221  221 

Indiana   128  80  183  160 

Iowa   122  113  186  172 

Kansas   128  128  173  173 

Kentucky   94  94  156  156 

Louisiana   137  89  210  166 

Maine   130  115  205  205 

Maryland   91  91  124  124 

Massachusetts   169  169  243  243 

Michigan   156  156  198  198 

Minnesota   143  143  196  196 

Mississippi   120  65  184  130 

Missouri   166  91  242  182 

Montana   110  110  172  172 

Nebraska   182  182  235  235 

Nevada   165  165  264  264 

New  Hampshire   160  115  196  196 

New  Jersey   157  157  232  232 

New  Mexico   116  116  159  159 

New  York   162  162  234  234 

North  Carolina   108  108  132  132 

North  Dakota   147  140  190  180 

Ohio   119  119  199  199 

Oklahoma   122  122  206  206 

Oregon   141  113  200  160 

Pennsylvania   128  128  193  193 

Puerto  Rico   54  18  88  29 

Rhode  Island   163  163  211  211 

South  Carolina   87  80  121  121 

South  Dakota   145  138  189  189 

Tennessee   102  97  142  142 

Texas   115  115  184  184 

Utah   76  76  122  122 

Vermont   137  137  200  200 

Virgin  Islands   59  59  102  102 

Virginia   138  138  179  179 

Washington   192  192  247  247 

West  Virginia   146  76  186  97 

Wisconsin   103  103  164  164 

Wyoming   138  104  182  178 
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For  aged  single  individuals  who  have  no  other  income,  this  pro- 
vision would  result  in  increased  assistance  in  about  31  States  where 
monthly  payments  to  such  persons  now  range  from  $65  to  $128.  Aged 
couples  would  receive  increased  assistance  payments  in  about  BG 
States. 

Concurrently  with  establishing  national  minimum  standards  for 
assistance  to  the  aged,  blind,  and  disabled,  the  committee  bill  would 
also  make  persons  receiving  assistance  under  these  programs  ineligible 
to  participate  in  the  food  stamp  program.  In  effect,  the  committee  bill 
would  give  needy  persons  more  cash  in  lieu  of  food  stamps. 

Effective  date— April  1, 1971. 

Pass-Along  or  Social  Security  Increases  to  Welfare  Recipients 

(Sec.  502  of  the  bill) 

Under  the  committee  bill,  social  security  benefits  would  be  increased 
by  10  percent,  with  the  minimum  basic  social  security  benefit  increased 
to  $100  from  its  present  $64  level.  If  no  modification  were  made 
in  the  present  welfare  law,  however,  many  needy  aged,  blind,  and 
disabled  persons  would  get  no  benefit  from  these  substantial 
increases  in  social  security  since  offsetting  reductions  would  be 
made  in  their  welfare  grants.  For  example,  a  needy  aged  individual 
in  the  State  of  Colorado  is  now  eligible  for  a  public  assistance  grant 
which  will  assure  him  a  total  monthly  income  of  $132.  If  he  now  gets 
the  minimum  social  security  benefit  of  $64,  his  assistance  grant  would 
be  $68.  If  his  social  security  benefit  is  raised  to  $100,  his  welfare  grant 
would  be  reduced  to  $32  leaving  him  with  the  same  total  monthly 
income  of  $132  and  no  net  benefit  from  his  social  security  increase.  To 
assure  that  such  individuals  would  enjoy  at  least  some  benefit  from 
the  social  security  increases,  the  committee  bill  requires  States  to  raise 
their  standards  of  need  for  those  in  the  aged,  blind,  and  disabled  cate- 
gories by  $10  per  month  for  a  single  individual  and  $15  per  month  for 
a  couple.  As  a  result  of  this  provision,  recipients  of  aid  to  the  aged, 
blind,  or  disabled  who  are  also  social  security  beneficiaries  would  en- 
joy an  increase  in  total  monthly  income  of  at  least  $10  ($15  in  the  case 
of  a  couple) .  Thus,  in  the  above  example,  the  needy  aged  individual 
in  Colorado  would  have  his  welfare  grant  reduced  by  $10  less  than  the 
increase  he  receives  in  social  security.  This  would  leave  him  with  a 
total  monthly  income  of  $142  as  compared  with  his  total  income  under 
present  law  of  $132. 

Under  the  committee  bill,  all  social  security  beneficiaries  also  re- 
ceiving aid  to  the  aged,  blind,  or  disabled  would  be  guaranteed  an 
increase  in  total  income  of  at  least  $10  ($15  for  a  couple).  The  social 
security  pass-along  provision  would  affect  needy  aged,  blind,  and 
disabled  persons  in  States  which  now  have  standards  of  need  in  excess 
of  $120  for  single  individuals  or  $185  for  couples.  Recipients  in  States 
with  lower  standards  would  receive  an  increase  in  total  monthly 
income  of  at  least  $10  ($15  for  a  couple)  as  a  result  of  the  provision 
establishing  national  minimum  standards  of  $130  for  aged,  blind,  or 
disabled  individuals  and  $200  for  couples. 

Effective  date — April  1, 1971. 
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Definitions  of  Blindness  and  Disability 
(Sees.  503  and  504  of  the  bill) 

Under  present  law  each  State  is  free  to  prescribe  its  own  definition 
of  blindness  and  disability  for  purposes  of  eligibility  for  aid  to  the 
blind  and  aid  to  the  permanently  and  totally  disabled.  The  com- 
mittee believes  that  the  definition  of  these  basic  eligibility  factors  is 
a  proper  area  for  the  establishment  of  nationally  uniform  standards. 
Accordingly,  the  committee  bill  makes  applicable  to  these  programs 
the  definitions  of  blindness  and  disability  which  are  used  in  the  dis- 
ability insurance  program  established  under  Title  II  of  the  Social 
Security  Act. 

The  term  "disability"  would  be  defined  by  the  committee  bill  as  "in- 
ability to  engage  in  any  substantial  gainful  activity  by  reason  of 
any  medically  determinable  physical  or  mental  impairment  which 
can  be  expected  to  result  in  death  or  has  lasted  or  can  be  expected 
to  last  for  a  continuous  period  of  not  less  than  12  months."  Un- 
der the  disability  insurance  program,  this  definition  is  now  found  in 
section  223(d)  (1)  of  the  Social  Security  Act.  The  provisions  of  the 
disability  insurance  program  further  specify  that  this  definition  is 
met  only  if  the  disability  is  so  severe  that  an  individual  "is  not  only 
unable  to  do  his  previous  work  but  cannot,  considering  his  age,  educa- 
tion, and  work  experience,  engage  in  any  other  kind  of  substantial 
gainful  work  which  exists  in  the  national  economy,  regardless  of 
whether  such  work  exists  in  the  immediate  area  in  which  he  lives,  or 
whether  a  specific  job  vacancy  exists  for  him,  or  whether  he  would  be 
hired  if  he  applied  for  work."  (Sec.  223(d)  (2)  (A).)  This  same  test 
would  apply  in  determining  eligibility  for  welfare. 

The  term  "blindness"  would  be  defined  as  "central  visual  acuity  of 
20/200  or  less  in  the  better  eye  with  the  use  of  correcting  lens." 
(Sec.  216  (i)  (1)  (B).)  Also  included  in  this  definition  would  be  the 
particular  sight  limitation  which  is  referred  to  as  "tunnel  vision." 

The  committee  bill  would  permit  States  to  continue  assistance  to  dis- 
abled or  blind  individuals  who  are  now  on  the  rolls  under  the  existing 
State  definition,  but  who  would  not  meet  the  Federal  definition  of 
blindness  or  disability. 

Effective  date — April  1, 1971. 

Aid  to  the  Blind — ^Prohibition  of  Liens 
(Sec.  505  of  the  bill) 

Under  present  law,  States  may  at  their  discretion  impose  liens 
against  the  property  of  recipients  of  cash  public  assistance  grants. 
The  committee  feels  that  it  is  inappropriate  to  require  a  blind  individ- 
ual to  agree  to  a  lien  against  his  property  in  order  to  be  eligible  to 
receive  welfare  assistance.  Accordingly,  the  committee  bill  would  pro- 
hibit the  imposition  of  such  liens  against  the  property  of  blind  in- 
dividuals as  a  condition  of  eligibility  for  aid  to  the  blind. 

Effective  date— April  1, 1971. 
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Fiscal  Relief  for  the  States 
(Sec,  506  of  the  bill) 

The  committee  is  aware  that  the  rapid  growth  of  welfare  ex- 
penditures in  recent  years  has  severely  strained  the  fiscal  capacities  of 
the  States,  and  feels  that  the  States  should  not  be  made  to  bear  the 
additional  costs  resulting  from  the  improvements  which  the  com- 
mittee bill  makes  in  the  Avelfare  programs  for  the  aged,  blind,  and 
disabled.  In  particular,  the  committee  notes  that  some  of  the  States 
which  are  already  among  those  making  the  greatest  fiscal  effort  in 
these  programs  relative  to  per  capita  income  would  also  be  among  the 
States  required  by  this  bill  to  make  the  largest  increases  in  their  levels 
of  assistance.  While  a  certain  amount  of  fiscal  relief  will  accrue  to  the 
States  to  the  extent  that  welfare  grants  are  reduced  because  of  the 
increases  which  the  bill  provides  in  social  security  benefits,  this  relief 
is  not  necessarily  distributed  in  a  way  which  reflects  the  relative 
welfare  burdens  of  the  States  under  present  law  or  under  the  ad- 
ditional requirements  imposed  by  the  bill. 

The  committee  bill  accordingly  contains  a  provision  to  assure  that 
with  respect  to  aid  for  the  aged,  blind,  and  disabled  all  the  additional 
expenditures  required  by  the  bill  will  be  met  without  increasing  State 
costs,  and,  furthermore,  that  the  present  State  liabilities  under  these 
programs  will  be  reduced.  The  bill  provides  that  States  in  future 
years  will  not  be  required  to  spend  more  for  assistance  to  the  aged, 
blind,  and  disabled  than  90  percent  of  their  expenditures  for  this  pur- 
pose in  calendar  year  1970.  The  10  percent  savings  would  be  paid 
from  Federal  funds  as  would  the  full  amount  of  any  increased  ex- 
penditures resulting  from  mandatory  provisions  of  the  bill  (such  as 
the  $10  pass-along  of  social  security  increases  and  the  $130  national 
minimum  standard  for  assistance  to  the  aged,  blind,  and  disabled). 
Increases  in  caseloads  resulting  from  normal  program  growth  (for 
example,  as  a  result  of  population  increases)  would  also  be  fully  paid 
for  with  Federal  funds,  but  increased  expenditures  resulting  from 
liberalizations  in  State  welfare  programs  not  required  by  Federal  law 
would  not  be  covered  by  the  90  percent  limitation.  The  costs  of  any 
such  non-mandatory  program  liberalizations  would  be  shared  by 
the  Federal  and  State  Governments  in  accordance  with  the  regular 
matching  provisions. 
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How  this  provision  could  work  is  illustrated  in  the  following  table. 

Illustration  of  how  committee  bill  could  affect  expenditures  for  aid  to  the  aged,  blind, 
and  disabled  in  a  hypothetical  State 

[In  millions  of  dollars] 


Federal  State 


Total 

Present 
matching 

Commit- 
tee  bill 

Present 
matching 

Commit- 
tee bill 

1970  costs   

$100 

$60 

$40 

(0 

VyUoUS  111  d  1U.IiU.1c  Veal  . 

(a)  Continuing  present  level- _ 

(b)  Normal  program  growth __ 

(c)  $130  minimum;  $10  pass- 

along;  other  require- 
ments of  committee 
bill  

100 
10 

20 

60) 
6 

12; 

►  94 

40) 
4 

8 

>  36 

Total  

(d)  Growth  from  optional 

State  program  changes.  _ 

130 
10 

78 
6 

94 
6 

52 
4 

36 
4 

Total  

140 

84 

100 

56 

40 

1  Not  applicable. 


In  the  hypothetical  State  described  in  the  above  table,  total  Federal- 
State  expenditures  for  calendar  year  1970  are  $100  million  with  the 
State  now  paying  40  percent  ($40  million)  and  the  Federal  Govern- 
ment paying  60  percent  ($60  million).  In  a  future  year,  the  costs  of 
the  program  based  on  the  continuation  of  present  program  levels  could 
be  $100  million  to  which  might  be  added  a  cost  of  $10  million  result- 
ing from  population  increase  and  other  normal  program-growth 
factors,  and  a  cost  of  $20  million  resulting  from  the  social  security  pass- 
along,  the  national  minimum  standard  of  $130  and  other  mandatory 
requirements  of  the  committee  bill.  This  would  bring  program  costs 
for  the  year  in  question  to  a  total  of  $130  million.  Under  present  match- 
ing provisions  as  applicable  to  this  State,  the  Federal  Government 
would  pay  60  percent  ($78  million)  and  the  State  would  pay  40  per- 
cent ($52  million).  The  committee  bill,  however,  would  limit  the 
State's  share  of  these  expenditures  to  $36  million — 90  percent  of  its 
1970  expenditures  of  $40  million.  Thus,  under  the  committee  bill,  the 
total  program  costs  of  $130  million  would  be  shared  as  follows :  Federal 
share  of  $94  million  (72%)  ;  State  share  of  $36  million  (28%).  If,  in 
the  following  year,  total  expenditures  rose  to  $150  million,  the  State's 
share  would  remain  at  $36  million.  (On  a  percentage  basis,  its  share 
would  drop  to  24%  ) . 

If,  however,  a  State  raised  its  standards  to  more  than  the  amount 
required  by  the  $10  social  security  pass-along  provision  or  the  $130 
national  minimum,  or  if  it  made  other  program  liberalizations  not 
required  by  the  committee  bill,  it  would  have  to  bear  its  full  share  of 
the  extra  costs  resulting  from  such  actions  according  to  the  regular 
Federal-State  matching  provisions.  Thus,  in  the  above  example,  if 
there  were  $10  million  of  additional  costs  from  optional  State  liber- 
alizations, the  State  would  be  responsible  for  40  percent  of  these  costs — 
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$4  million — which  would  be  added  to  its  $36  million  share  of  other 
program  costs. 

Effective  date— April  1, 1971. 

B.  FEDERAL  CHILD  CARE  CORPORATION 

(Sec.  510  of  the  bill) 

At  the  present  time  the  lack  of  adequate  child  care  represents 
perhaps  the  single  greatest  impediment  to  the  efforts  of  poor 
families,  especially  those  headed  by  a  mother,  to  achieve  economic 
independence. 

The  Committee  on  Finance  has  long  been  involved  in  issues  relat- 
ing to  child  care.  The  committee  has  been  dealing  with  child  care  as  a 
segment  of  the  child  welfare  program  of  the  Social  Security  Act  since 
the  original  enactment  of  the  legislation  in  1935.  Over  the  years,  au- 
thorizations for  child  welfare  funds  were  increased  in  legislation  acted 
on  by  the  committee. 

A  new  emphasis  began  with  the  Public  Welfare  Amendments  of 
1962,  in  which  the  committee  placed  increased  stress  on  child  care  serv- 
ices through  a  specific  earmarking  of  child  welfare  funds  for  the  pro- 
vision of  child  care  for  working  mothers.  In  the  1967  Social  Security 
Amendments,  the  committee  made  what  it  believed  to  be  a  monumental 
commitment  to  the  expansion  of  child  care  sendees  as  part  of  the  work 
incentive  program.  Although  the  legislative  hopes  have  not  been  met, 
and  much  less  child  care  has  been  provided  than  was  anticipated,  it  is 
a  fact  that  child  care  provided  under  the  Social  Security  Act  consti- 
tutes the  major  Federal  support  for  the  care  of  children  of  working 
parents  today.  Through  its  support  of  child  welfare  legislation  and 
programs,  the  committee  has  shown  its  interest,  too,  in  the  quality  of 
care  which  children  receive. 

As  part  of  its  continuing  concern  for  the  welfare  of  families  with 
children  who  are  in  need,  the  committee  is  proposing  a  new  approach 
to  the  problem  of  expanding  the  supply  of  child  care  services  and 
improving  the  quality  of  these  services.  The  committee  bill  thus  in- 
cludes provision  for  the  creation  of  a  Federal  Child  Care  Corpora- 
tion, with  the  basic  goal  of  making  child  care  services  available 
throughout  the  Nation  to  the  extent  they  are  needed.  It  is  the  com- 
mittee's belief  that  this  new  and  innovative  approach  to  child  care 
services  can  make  a  substantial  impact  on  the  Nation's  problems  of 
poverty  and  dependency. 

Need  for  Child  Care  Services 

The  need  for  child  care  resources  is  great  and  is  growing,  and  it  re- 
flects the  increasing  participation  of  mothers  in  our  Nation's  labor 
force.  The  number  of  working  mothers  has  increased  more  than  seven 
times  since  1940,  and  has  more  than  doubled  since  1950.  There  are,  at 
the  present  time,  approximately  13  million  women  with  children 
under  age  18  who  are  in  the  labor  force.  More  than  four  million  of 
these  women  have  children  under  age  6. 

Furthermore,  the  number  of  women  workers  is  expected  to  grow 
rapidly  in  the  years  to  come,  and  in  fact  is  expected  to  increase  faster 
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than  the  number  of  men  workers.  It  is  estimated  that  by  1980,  the 
labor  force  will  include  more  than  5  million  mothers  between  the  ages 
of  20  and  44  who  have  children  under  age  5.  This  would  represent  an 
increase  of  more  than  40  percent  in  the  number  of  such  mothers  just 
over  the  next  decade. 

We  know  that  at  the  present  time  there  are  many  mothers  who 
would  be  working  if  they  could  arrange  adequate  care  for  their 
children.  This  is  as  true  of  mothers  in  low-income  families  as  it  is  of 
middle-class  mothers.  A  recent  study  of  welfare  mothers  in  New  York 
City  showed  that  seven  out  of  10  would  prefer  to  work  if  they  could 
find  care  for  their  children.  Similarly,  studies  and  statistics  relating 
to  the  Work  Incentive  Program  (WIN)  for  recipients  of  aid  to 
families  with  dependent  children  have  shown  that  lack  of  child  care 
is  a  major  impediment  preventing  mothers  from  participating  in  em- 
ployment and  training  programs. 

A  recent  study  by  the  Department  of  Health,  Education,  and  Wel- 
fare on  the  Aid  to  Families  with  Dependent  Children  program  points 
out  that  in  the  1960's  the  proportion  of  AFDC  women  with  high  em- 
ployment potential  increased  from  25.3  percent  in  1961  to  44.5  percent 
in  1968.  The  researcher,  Perry  Levinson,  stated  that  "as  the  AFDC 
caseload  grew  ever  larger  between  1961  and  1968,  recipients  were  more 
and  more  women  who  had  stronger  educational  and  occupational  back- 
grounds, that  is,  high  employment  potential."  However,  over  80  per- 
cent of  the  women  reportedly  could  not  take  jobs  because  they  had 
children  under  8  at  home,  while  more  than  50  percent  lacked  day-care 
facilities. 

The  facts  and  figures  document  the  very  great  demand  bv  parents 
at  all  economic  levels  for  child  care  resources.  Unfortunately,  we  can 
also  document  the  very  poor  supply  of  resources  available  to  meet  this 
demand. 

Recent  statistics  indicate  that  licensed  child  care  facilities  today  can 
accommodate  only  between  600.000  and  700,000  children.  That  is.  of 
course,  only  a  fraction  of  the  children  who  now  need  child  care  serv- 
ices. Many  "latchkey  children"  are  left  with  no  supervision  whatso- 
ever ;  other  children  are  placed  in  child  care  programs  which  do  not 
even  provide  custodial  care  of  adequate  oualitv,  much  less  the  kind  of 
care  which  would  meet  the  child's  individual  needs  for  healthy  de- 
velopment. 

The  committee  is  concerned  that  in  spite  of  greatly  increased  will- 
ingness to  pay  for  child  care  services  by  both  governmental  institu- 
tions and  by  private  individuals,  the  supply  of  child  care  services  is 
not  increasing  rabidly.  In  1967,  whpn  the.  Congress  established  the 
Work  Incentive  Program,  unlimited  Federal  mat  chins:  funds  wpre 
authorized  for  child  care  for  mothers  in  work  and  training.  Dpspite 
a  Fpderal  appropriation  of  $25  million  ir>  fiscal  ypnr  1969.  onlv  $4 
million  was  actually  used  to  purchase  child  care.  In  fiscal  year  1970. 
$52  million  was  appropriated  but  onlv  $18  million  was  used.  The  De- 
partment of  Health,  Education,  and  Welfare  showed  itself  unable 
to  utilize  funds  appropriated  by  the  Congress  to  expand  the  availabil 
ity  of  child  care. 

A  major  reason  for  this  failure  to  utilize  the  funds  available  was  the 
lack  of  administrative  organization,  initiative  and  know-how  to  create 
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and  provide  child  care  services,  as  well  as  barriers  at  the  local  level 
through  licensing  and  other  requirements.  In  other  words,  the  present 
method  of  simply  providing  matching  funds  to  the  States  and  hoping 
that  child  care  will  become  available  is  not  working.  It  is  not  resulting 
in  the  necessary  increase  in  supply. 

The  States  themselves  have  had  very  limited  resources  to  devote  to 
child  care,  and  for  many  of  them  child  care  services  have  been  given 
a  low  priority.  A  number  of  State  governments  are  not  staffed  to 
handle  child  care  services,  even  on  a  minor  scale.  Many  States  which 
have  established  licensing  requirements  do  not  have  the  staff  to  con- 
structively help  organizations  wishing  to  establish  child  care  facilities 
to  meet  the  licensing  requirements. 

In  very  few  instances  is  there  strong  State  initiative  in  promoting 
the  development  of  child  care  resources.  Private  voluntary  organiza- 
tions by  their  own  efforts  alone  are  not  capable  of  meeting  the 
magnitude  of  need  for  child  care  services,  however  admirable  a  job 
they  are  able  to  do  in  individual  instances.  Local  governments  have 
shown  themselves  generally  to  be  incapable  of  providing  leadership  in 
this  area,  and  in  many  cases  unnecessarily  restrictive  and  complex  lo- 
cal ordinances  make  it  difficult  for  any  group  to  establish  a  licensed 
child  care  facility. 

Private  enterprise  has  begun  to  move  into  the  gap,  and  in  some  areas 
is  doing  an  excellent  job  in  providing  needed  child  care.  On  its  own, 
however,  we  cannot  expect  private  enterprise  to  do  the  whole  job  of 
organizing  and  providing  a  wide  range  of  child  care  services  wherever 
they  are  needed  in  the  Nation. 

It  is  the  committee's  view  that  we  need  a  new  mechanism  in  facing 
this  problem,  a  single  organization  which  has  both  the  responsibility 
and  the  capability  of  meeting  this  Nation's  child  care  needs.  It  must 
be  an  organization  which  has  the  welfare  of  families  and  children  at 
the  forefront,  an  organization  which,  though  national  in  scope,  will 
be  able  to  respond  to  individual  needs  and  desires  on  the  local  level. 
It  must  be  an  organization  which  will  be  able  both  to  make  use  of  the 
child  care  resources  which  now  exist  and  to  promote  the  creation 
of  new  resources.  It  must  be  able  to  utilize  the  efforts  of  governmental 
agencies,  private  voluntary  organizations,  and  private  enterprise. 

The  new  Federal  Child  Care  Corporation,  which  would  be  created 
under  the  committee  bill,  is  intended  to  be  such  an  organization. 

Establishment  or  Federal  Child  Care  Corporation 

The  basic  goal  of  the  Corporation  would  be  to  arrange  for  making 
child  care  services  available  throughout  the  Nation  to  the  extent  they 
are  needed.  As  its  first  priority,  the  Corporation  must  provide  services 
to  present,  past,  and  potential  welfare  recipients  who  need  child  care 
in  order  to  undertake  or  continue  employment  or  training:. 

To  provide  the  Corporation  with  initial  working  capital,  the  Secre- 
tary of  the  Treasury  would  be  required  to  lend  the  Corporation  $50 
million  as  working  capital,  to  be  placed  in  a  revolving  fund.  With 
these  funds  the  Cornoration  would  becrin  arranging1  for  day  care  serv- 
ices. Initially,  the  Corporation  would  contract  with  existing  public, 
nonprofit  private,  or  proprietary  facilities  providing  child  care  serv- 
ices. The  Corporation  would  also  provide  technical  assistance  and  ad- 
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vice  to  groups  and  organizations  interested  in  setting  up  day  care 
facilities  under  contractual  relationship  with  the  Corporation.  The 
committee  bill  would  in  addition  authorize  the  Corporation  to  provide 
child  care  services  directly  in  its  own  facilities.  It  would  be  expected 
that  services  would  be  provided  directly  only  where  they  are  not  other- 
wise available  or  where  the  quality  of  existing  services  is  unacceptably 
low. 

Financing  Child  Care  Provided  by  the  Corporation 

The  Corporation  would  have  three  sources  of  funds  will)  which 
to  operate : 

1.  A  $50  million  loan  from  the  Treasury  to  initiate  a  revolv- 
ing fund ; 

2.  Revenue  bonds  which  could  be  sold  to  finance  construction  of 
facilities  (this  is  discussed  in  more  detail  below) ,  and 

3.  Fees  paid  for  child  care  services. 

Of  the  three,  fees  represent  by  far  the  most  important  source  of 
funds. 

The  Corporation  would  charge  fees  for  all  child  care  services  pro- 
vided or  arranged  for ;  these  fees  would  go  into  the  revolving  fund  to 
provide  capital  for  further  development  of  child  care  services.  The 
fees  would  have  to  be  set  at  a  reasonable  level  so  that  parents  desiring 
to  purchase  child  care  can  afford  them;  but  the  fees  would  have  to 
be  high  enough  to  fully  cover  the  Corporation's  costs  in  arranging 
for  the  care. 

It  should  be  emphasized  that  the  Federal  Child  Care  Corporation 
which  would  be  created  under  the  committee  bill  would  provide  a 
mechanism  for  expanding  the  availability  of  child  care  services,  but 
it  would  not  itself  provide  funds  for  the  subsidization  of  child  care 
provided  the  children  of  low  income  working  mothers.  These  costs 
would  be  met,  as  under  present  law,  through  the  welfare  programs, 
although  the  Federal  share  for  child  care  costs  would  be  raised  from 
75  percent  to  90  percent  (in  certain  cases,  100  percent).  It  would  be 
expected  that  the  Corporation  would  derive  a  major  source  of  its 
funding  from  fees  charged  for  child  care  provided  the  children  of 
mothers  on  welfare. 

In  idew  of  the  past  history,  the  committee  anticipates  that  in  most 
cases,  welfare  agencies  will  find  it  convenient  to  utilize  the  Corpora- 
tion for  the  provision  of  child  care  services.  However,  the  committee 
bill  would  not  require  them  to  do  so. 

If  after  its  first  2  years  the  Corporation  felt  it  needed  funds  for 
capital  investment  in  the  construction  of  new  child  care  facilities  or 
the  remodeling  of  old  ones,  it  would  be  authorized  to  issue  bonds 
backed  by  its  future  fee  collections.  Up  to  $50  million  in  bonds  could 
be  issued  each  year  beginning  with  the  third  year  after  the  Corpora- 
tion's establishment,  with  an  overall  limit  of  $250  million  on  bonds 
outstanding. 

The  committee  bill  is  carefully  designed  so  that  the  Corporation's 
operations  and  capital  expenditures  over  the  long  run  would  not  cost 
the  taxpayers  a  penny.  The  Corporation  would  pay  interest  on  the  ini- 
tial $50  million  loan  from  the  Treasury,  interest  which  each  year 
would  match  the  average  interest  paid  by  the  Treasury  on  its  borrow- 
ings. The  Corporation  would  further  be  required  to  amortize  the  loan 
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over  a  25-year  period  by  paying  back  principal  at  the  rate  of  $2  million 
annually.  Finally,  the  Corporation's  capital  bonds  would  be  sold  di- 
rectly to  the  public  and  would  not  be  guaranteed  by  the  Government, 
but  only  by  the  future  revenues  of  the  Corporation. 

Kinds  or  Child  Care  Offered 

From  the  standpoint  of  parents,  the  Corporation  would  provide  a 
convenient  source  of  all  kinds  of  child  care  services,  at  reasonable 
fees.  Like  the  Social  Security  Administration,  the  Corporation  even- 
tually would  maintain  offices  in  all  larger  communities  of  the  Nation, 
where  parents  desiring  child  care  services  would  be  able  to  obtain 
them  through  the  Corporation  either  directly  in  Corporation  facilities 
or  in  facilities  under  contract  with  the  Corporation.  In  either  case, 
the  parents  could  be  confident  that  the  child  care  services  were  under 
the  supervision  of  the  Corporation  and  met  the  standards  set  forth 
in  the  bill. 

The  bill  would  require  the  Corporation  to  make  available  a  wide 
variety  of  child  care  services,  some  already  well  known  and  some 
unavailable  in  most  places  today.  For  example: 

Parents  primarily  interested  in  an  intensive  educational  experi- 
ence for  their  preschool-age  children  would  be  able  to  send  their 
children  to  nursery  schools,  kindergartens  (where  these  are  not 
already  provided  by  the  school  system),  or  child  development 
centers  such  as  those  under  the  Headstart  program. 

Parents  seeking  full-day  child  care  in  a  facility  offering  a 
balanced  program  of  education  and  recreation  for  preschool-age 
children  would  be  able  to  send  their  children  to  a  child  care  center. 

Parents  wishing  to  have  their  preschool-age  child  cared  for  in 
a  home  setting  among  a  small  group  of  children  under  the  super- 
vision of  a  trained  adult  would  be  able  to  select  a  family  day 
care  home. 

Parents  of  school-age  children  would  be  able  to  choose  a  facility 
whose  hours  and  programs  were  patterned  to  complement  the 
child's  day  in  school.  School-age  child  care  could  take  the  form 
of  a  recreational  program  run  by  the  school  itself,  or  it  could  be 
offered,  like  preschool-age  child  care,  in  a  center  or  under  trained 
adult  supervision  in  a  home. 

Parents  seeking  child  care  during  the  summer  vacation  would 
be  able  to  send  their  children  to  day  camps  or  summer  camps. 

The  Corporation  would  be  required  to  establish  temporary  or 
drop-in  child  care  facilities  for  the  parent  who  requires  child  care 
services  from  time  to  time  while  taking  courses  at  a  school  or 
university,  shopping,  or  otherwise  engaged. 

The  Corporation  would  be  required  to  arrange  for  at-home 
child  care,  or  babysitting.  This  would  enable  a  parent  to  con- 
tinue at  work  if  the  child  became  sick  or  had  a  brief  school  vaca- 
tion. It  would  also  assure  the  parent  of  the  availability  of  baby- 
sitting during  the  day  as  well  as  in  the  evening  when  the  parent 
was  absent. 

Parents  requiring  child  care  services  regularly  at  night  would 
be  able  to  send  them  to  night  care  facilities,  primarily  designed 
to  care  for  the  child  during  sleeping  hours.  Nurses,  maintenance 
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staff,  and  persons  in  other  nighttime  jobs  now  find  it  almost  im- 
possible to  arrange  for  child  care  services  while  they  work. 

Parents  requiring  care  for  their  children  24  hours  a  day  for 
less  than  a  month  would  be  able  to  arrange  for  the  care  at  a  board- 
ing facility.  This  kind  of  facility,  which  could  be  a  summer  camp, 
would  provide  care  if  the  parents  planned  to  be  away  for  a  week- 
end or  for  a  vacation.  If  a  welfare  agency  were  purchasing  care 
on  the  child's  behalf,  provision  could  be  made  for  a  disadvantaged 
child  in  a  city  to  be  sent  to  summer  camp. 

Establishing  New  Child  Care  Facilities 

The  Corporation  will  depend  for  its  success  in  expanding  the  avail- 
ability of  child  care  services  on  the  efforts  of  public  and  private  groups 
at  the  local  level  in  establishing  child  care  facilities.  It  is  the  commit- 
tee's hope  that  local  parent  groups,  churches,  and  other  organizations 
will  be  stimulated  to  establish  child  care  facilities.  Today,  such  groups 
must  go  through  cumbersome  administrative  procedures  to  establish 
a  child  care  facility,. if  indeed  they  are  able  to  establish  one  at  all. 

Under  the  committee  bill,  they  would  merely  need  to  contract  with 
the  Corporation  for  the  provision  of  child  care  services.  If  the  Cor- 
poration is  assured  that  the  group  can  fulfill  its  commitment,  the  group 
will  be  able  to  receive  advance  funding  to  begin  operations.  Moreover, 
certification  by  the  Corporation  will  replace  the  present  time-con- 
suming approvals  required  from  various  agencies  at  the  local  level. 

If  the  Corporation  is  in  particular  need  of  child  care  facilities  in  an 
area  and  facilities  exist  but  are  of  low  quality,  the  Corporation  might 
contract  with  the  understanding  that  the  facility  will  be  improved. 
If  the  promised  improvement  does  not  take  place,  the  Corporation 
would  be  expected  to  provide  child  care  services  directly  in  the  future 
rather  than  to  continue  to  contract  for  services  of  unacceptable  quality. 

Child  care  services  organized  by  parents  or  run  with  extensive 
parent  participation  have  shown  great  promise  in  raising  the  educa- 
tional level  of  disadvantaged  children  in  deprived  areas.  Groups  in- 
terested in  promoting  parent  involvement  should  find  it  possible  to 
establish  child  care  facilities  through  the  Corporation  where  they  are 
unable  to  do  so  today. 

Training  or  Child  Care  Personnel 

The  committee  regrets  that  lack  of  trained  personnel  has  hampered 
efforts  to  expand  child  care  services  in  the  past.  It  is  clear  that  the 
purpose  of  establishing  the  Federal  Child  Care  Corporation  will  be 
frustrated  if  this  situation  is  not  changed.  Authority  already  exists 
under  section  426  of  the  Social  Security  Act  for  the  training  of 
personnel  in  the  child  care  field.  It  is  the  committee's  intention  that 
sufficient  funding  be  sought  under  this  authority  to  greatly  expand 
child  care  personnel. 

In  addition,  the  committee  feels  that  many  mothers  receiving  Aid 
to  Families  with  Dependent  Chi1dren  have  both  the  inclination  and 
the  ability  to  provide  child  care  for  other  children.  It  is  the  commit- 
tee's intention  that  welfare  mothers  and  other  women  in  low-income 
neighborhoods  where  the  need  for  child  care  services  is  greatest  be 
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given  the  highest  possible  priority  in  training  additional  child  care 
personnel.  It  is  with  this  goal  in  mind  that  the  committee  bill  would 
direct  the  Secretary  of  Labor  to  utilize  the  Work  Incentive  Program 
to  the  maximum  extent  in  providing  training  for  welfare  recipients 
to  become  proficient  in  child  care. 

In  addition,  the  Corporation  is  authorized  to  conduct  (either 
directly  or  by  contract)  in-service  training  programs  to  prepare 
individuals  in  the  child  care  field.  It  is  the  committee's  hope  that  these 
provisions  will  enable  the  Corporation  to  accomplish  two  aims  at 
once — ending  the  dependency  of  some  welfare  recipients  by  providing 
opportunities  in  child  care,  and  expanding  child  care  services  so  that 
other  mothers  on  welfare  may  have  an  opportunity  for  employment. 

Construction  of  Child  Care  Facilities 

It  is  the  committee's  view  that  child  care  services  can  be  greatly 
expanded  through  the  utilization  of  existing  facilities  not  now  used 
during  the  week.  Schools  often  are  not  used  after  school  hours, 
churches  and  Sunday  schools  are  frequently  available  during  the 
week.  Apartment  houses,  public  housing  units,  office  buildings  and 
even  factories  can  serve  as  convenient  child  care  locations,  though 
they  are  seldom  so  used  today.  The  committee  bill  provides  authority 
for  the  Corporation  to  issue  revenue  bonds  for  capital  construction 
costs,  but  it  is  the  committee's  intention  that  construction  be  resorted 
to  only  when  child  care  services  may  not  otherwise  be  provided.  With 
the  provisions  of  the  bill  discussed  below,  enabling  facilities  arranged 
for  through  the  Corporation  to  be  safe  while  avoiding  unnecessarily 
stringent  local  building  codes,  it  should  be  possible  to  expand  facilities 
with  only  sparing  resort  to  the  construction  authority. 

Child  Care  Standards 

As  has  been  noted,  of  the  millions  of  children  who  are  not  cared  for 
by  their  parents  during  the  day,  well  under  1  million  receive  care  in 
licensed  child  care  facilities.  One  of  the  major  goals  of  the  committee 
bill  is  to  insure  that  the  facilities  providing  care  under  the  Corpora- 
tion's auspices  meet  national  child  care  quality  standards  which  are 
set  forth  in  the  bill. 

When  Dr.  Edward  Zigler,  the  head  of  the  Office  of  Child  Develop- 
ment in  the  Department  of  Health,  Education,  and  Welfare,  was  be- 
fore the  Committee  for  hearings  on  his  confirmation,  he  was  asked  if 
he  agreed  that  it  was  unnecessarily  difficult  to  set  up  a  licensed  child 
care  facility  in  a  large  city.  Dr.  Zigler  replied : 

I  think  it  is  probably  true  that  there  have  been  so  many  de- 
mands placed  on  both  profit  and  non-profit  groups  that  in  certain 
instances  it  is  becoming  ridiculous  because  there  is  overlapping 
responsibility  on  the  part  of  local  people,  State  people,  and  so 
forth.  I  think  if  we  are  serious  about  setting  up  a  worthwhile 
social  institution  such  as  day  care  for  working  mothers  we  may 
have  to  develop  guidelines  at  a  national  level  which  would  have 
some  nationwide  application.  It  would  be  a  standard  process  be- 
cause now  it  is  too  difficult  and  it  is  too  rigid,  and  I  am  very 
much  afraid  the  professionals  have  overdone  themselves  here. 
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They  have  bent  so  far  backwards  in  protecting  the  physical  wel- 
fare at  the  expense  of  psychological  wellbeing  that  I  do  not  find 
myself  in  great  sympathy  with  some  of  the  statutes. 
As  Dr.  Zigler  points  out,  overly  rigid  licensing  requirements  in 

general  have  relegated  children  to  unsupervised  and  unlicensed  care, 

if  indeed  any  care,  while  their  parents  work. 
The  problem  is  highlighted  in  a  recent  report  entitled  "Day  Care 

Centers — The  Case  for  Prompt  Expansion,"  which  explains  why 

day  care  facilities  and  programs  in  New  York  City  have  lagged 

greatly  behind  the  demand  for  them : 

The  City's  Health  Code  governs  all  aspects  of  day  care  center 
operations  and  activities.  Few  sections  of  the  Code  are  more  de- 
tailed and  complex  than  those  which  set  forth  standards  for  day 
care  centers.  The  applicable  sections  are  extremely  detailed,  con- 
tain over  7,000  words  of  text  and  an  equal  volume  of  footnotes, 
and  stretch  over  two  articles  and  twenty  printed  pages. 

The  provisions  of  the  City's  Health  Code  that  apply  to  day  care 
center  facilities  constitute  the  greatest  single  obstacle  to  develop- 
ment of  new  day  care  center  facilities.  The  highly  detailed,  and 
sometimes  very  difficult-to-meet,  specifications  for  day  care  fa- 
cilities inhibit  the  development  of  new  facilities.  Obviously 
there  must  be  certain  minimum  fire,  health,  and  safety  standards 
for  the  protection  of  children  in  day  care  centers.  The  provisions 
of  the  Health  Code  go  far  beyond  this  point.  Indeed,  some  sec- 
tions of  the  Code  are  a  welter  of  complex  detail  that  encourages 
inflexibility  in  interpretation  and  discourages  compliance. 

Section  45.11  (i)  of  the  Health  Code,  for  example,  reads: 
"Toilets  shall  be  provided  convenient  to  playrooms,  classrooms 
and  dormitories  and  the  number  of  such  toilets  shall  be  prescribed 
by  section  47.13  for  a  day  care  service,  49.07  for  a  school,  or  51.09 
for  a  children's  institution.  In  a  lavatory  for  boys  six  years  of 
age  and  over,  urinals  may  be  substituted  for  not  more  than  one- 
third  of  the  number  of  toilets  required.  When  such  substitution 
is  made,  one  urinal  shall  replace  one  toilet  so  that  the  total  number 
of  toilets  and  urinals  shall  in  no  case  be  less  than  the  number  of 
required  toilets.  Toilets  and  urinals  shall  be  of  such  height  and 
size  as  to  be  usable  by  the  children  without  assistance." 

Subsection  6  of  Section  45.11  of  the  Health  Code  is  another 
example.  It  prescribes  lighting  standards  for  day  care  centers, 
as  follows : 

(1)  Fifty  foot  candles  of  light  in  drafting,  typing,  or  sewing 
rooms  and  in  all  classrooms  used  for  partially  sighted  children; 

(2)  Thirty  foot  candles  of  light  in  all  other  classrooms,  study 
halls  or  libraries ; 

(3)  Twenty  foot  candles  of  light  in  recreation  rooms; 

(4)  Ten  foot  candles  of  light  in  auditoriums,  cafeterias,  locker 
rooms,  washrooms,  corridors  containing  lockers;  and 

(5)  Five  foot  candles  of  light  in  open  corridors  and  store  rooms. 
Legally,  only  those  centers  that  conform  to  the  Health  Code 

may  be  licensed.  Faced  with  Health  Code  requirements  of  such 
detail,  personnel  of  the  Divisions  concerned  in  the  Department 
of  Health  and  in  the  Department  of  Social  Services  have  had 
to  choose  between  considering  the  regulations  as  prerequisites  to 
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the  licensing  of  new  day  care  centers  or  merely  as  goals  toward 
which  to  work. 

In  general,  the  choice  is  made  in  favor  of  strict  interpretation 
notwithstanding  the  fact  that  this  severely  handicaps  the  efforts 
of  groups  attempting  to  form  centers  in  substandard  areas. 

The  bill  includes  standards  requiring  child  care  facilities  to  have 
adequate  space,  adequate  staffing,  and  adequate  health  requirements. 
It  avoids  overly  rigid  requirements,  in  order  to  allow  the  Corporation 
the  maximum  amount  of  discretion  in  evaluating  the  suitability  of 
an  individual  facility.  The  Corporation  will  have  to  assure  the  ade- 
quacy of  each  facility  in  the  context  of  its  location,  the  type  of  care 
provided  by  the  facility,  and  the  age  group  served  by  it. 

To  assure  the  physical  safety  of  children,  the  bill  requires  that 
facilities  must  meet  the  Life  Safety  Code  of  the  National  Fire  Pro- 
tection Association.  This  will  provide  protection  for  those  many  chil- 
dren today  who  are  being  cared  for  in  unlicensed  facilities,  the  safety 
of  which  is  unknown. 

Any  facility  in  which  child  care  was  provided  by  the  Corporation, 
whether  directly  or  under  contract,  would  have  to  meet  the  Federal 
standards  in  the  law,  but  it  would  not  be  subject  to  any  licensing 
or  other  requirements  imposed  by  States  or  localities.  This  provision 
would  make  it  possible  for  many  groups  and  organizations  to  estab- 
lish child  care  facilities  under  contract  with  the  Corporation  where 
they  cannot  now  do  so  because  of  overly  rigid  State  and  local  require- 
ments. From  the  standpoint  of  the  group  or  individual  wishing  to 
establish  the  facility,  this  provision  would  end  an  administrative  night- 
mare. Today,  it  can  take  months  to  obtain  a  license  for  even  a  perfect 
child  care  facility,  by  the  time  clearance  is  obtained  from  agency  after 
agency  at  the  local  level.  Under  the  bill,  persons  and  groups  wishing 
to  establish  a  child  care  facility  would  be  able  to  obtain  technical 
assistance  from  the  Corporation ;  they  would  have  to  meet  the  Federal 
standards  and  they  would  have  to  be  willing  to  accept  children  whose 
fees  were  partially  or  wholly  paid  from  Federal  funds,  in  order  to 
contract  with  the  Corporation. 

Reporting  Requirement 

The  bill  requires  the  Corporation  to  submit  a  report  to  each  Con- 
gress on  the  activities  of  the  Corporation,  including  data  and  infor- 
mation necessary  to  apprise  the  Congress  of  the  actions  taken  to 
improve  the  quality  of  child  care  services  and  plans  for  future 
improvement. 

Board  of  Directors 

The  Corporation  would  be  headed  by  a  Board  of  Directors  con- 
sisting of  three  members,  to  be  appointed  by  the  President  with  the 
consent  of  the  Senate.  The  members  of  the  Board  would  hold  office 
for  a  term  of  three  years. 

National  Advisory  Council 

A  National  Advisory  Council  on  Child  Care  would  be  established 
to  provide  advice  and  recommendations  to  the  Board  on  matters  of 
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general  policy  and  with  respect  to  improvements  in  the  administra- 
tion of  the  Corporation.  The  Council  would  be  composed  of  the  Sec- 
retary of  Health,  Education,  and  Welfare,  the  Secretary  of  Labor, 
the  Secretary  of  Hous'ing  and  Urban  Development,  and  12  individuals 
(nine  of  them  representative  of  consumers  of  child  care) ,  appointed  by 
the  Board. 

Increase  in  Federal  Matching  for  Child  Care  Services 

Under  present  law,  child  care  for  the  children  of  working  mothers 
who  receive  public  assistance  may  be  paid  for  in  one  of  two  ways: 

1.  The  child  care  may  be  arranged  by  the  welfare  agency, 
which  would  pay  for  the  care  and  receive  75  percent  Federal 
matching;  or 

2.  A  mother  may  arrange  for  child  care  herself  and  in  effect 
be  reimbursed  by  adding  the  cost  of  child  care  to  her  welfare 
payment  as  a  work  expense. 

According  to  the  Auerbach  Corporation,  an  organization  that 
studied  the  Work  Incentive  Program,  the  latter  method  has  by  far  been 
the  more  common : 

Our  own  findings  raise  even  more  doubts  about  the  extent  to 
which  WIN  mothers  may  be  benefiting  themselves  and  their  fam- 
ilies through  WIN.  In  the  cities  selected  for  the  child  care  studies, 
slightly  over  two  hundred  mothers  were  interviewed  to  determine 
their  need  for  child  care,  what  they  were  told  about  child  care, 
and  how  it  was  obtained.  Our  results  show  that  not  only  did  the 
overwhelming  majority  (eighty-eight  percent)  arrange  their  own 
plans,  independent  of  welfare,  but  that  most  (eighty  percent) 
were  informed  by  their  caseworkers  that  it  was  their  responsi- 
bility to  do  so.  Even  more  discouraging  is  that  the  majority  of 
mothers  (eighty- three  percent)  who  were  informed  about  child 
care  by  their  caseworkers  were  left  with  the  impression  that  they 
could  make  use  of  any  service  they  wanted;  approved  services 
were  not  required. 
This  situation  is  reflected  in  the  inability  in  the  Department  of 
Health,  Education,  and  Welfare  to  use  all  the  funds  appropriated  by 
the  Congress  for  child  care  under  the  Work  Incentive  Program. 

The  committee  bill  would  increase  the  Federal  matching  percentage 
for  child  care  services  under  the  AFDC  program  from  75  percent  to 
90  percent,  with  the  Secretary  of  Health,  Education,  and  Welfare 
authorized  to  waive  the  requirement  of  10  percent  non-Federal  funds 
for  a  limited  period  of  time  when  this  is  necessary  in  order  for  any 
child  care  services  to  be  available.  States  would  be  required  to  main- 
tain their  present  level  of  expenditures  for  child  care  services  so  that 
the  additional  Federal  funds  would  not  simply  replace  State  funds. 

Under  present  law,  Federal  matching  is  provided  for  all  individuals 
who  need  child  care  services  in  order  to  participate  in  employment 
or  training  under  the  Work  Incentive  Program,  and  States  are  re- 
quired to  make  such  services  available.  States  may,  at  their  option, 
provide  services  for  other  past,  present,  or  potential  recipients  of 
welfare.  The  committee  bill  retains  these  provisions,  and  90  percent 
Federal  matching  would  be  available  to  provide  services  in  all  of 
these  circumstances. 
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C.  IMPROVEMENTS  IN  THE  WORK  INCENTIVE  PROGRAM 

(Sec.  520  of  the  bill) 

The  Work  Incentive  Program  was  created  by  the  Congress  as  a  part 
of  the  Social  Security  Amendments  of  1967.  It  represents  an  attempt 
to  cope  with  the  problem  of  rapidly  growing  dependency  on  welfare 
by  providing  recipients  with  the  training  and  job  opportunities  needed 
to  help  them  become  economically  independent. 

The  Committee  on  Finance  was  a  principal  architect  of  the  WIN 
program  and  was  responsible  for  the  basic  decision  that  the  Depart- 
ment of  Labor  would  administer  the  manpower  training  program. 
However,  the  committee  has  been  greatly  disappointed  in  the  adminis- 
trative implementation  of  WIN.  The  Auerbach  Corporation,  the  Labor 
Department's  prime  evaluator  of  WIN,  succinctly  sums  up  the 
situation : 

"Despite  the  program's  timeliness  and  general  conceptual  sound- 
ness, it  has  not  lived  up  to  expectations." 

The  points  of  emphasis  the  committee  thought  were  abundantly 
clear  in  the  1967  amendments  have  been  paid  lip  service  or  have  been 
totally  ignored.  A  meaningful  program  of  on-the-job  training  contin- 
ues to  be  an  unfulfilled  Labor  Department  promise.  The  legally  re- 
quired program  of  special  work  projects  (public  service  employment) 
is  a  reality  in  only  one  State.  Lack  of  Labor  Department  and  Health, 
Education,  and  Welfare  cooperation  and  that  of  their  counterparts  at 
the  local  level  has  been  a  major  problem  in  the  referral  process  and  in 
the  provision  of  necessary  supportive  services  for  recipients  in  work 
and  training.  The  main  thrust  of  the  WIN  program  as  it  exists  today 
remains  in  the  direction  of  basic  education  and  classroom  training, 
which  our  experience  with  manpower  training  over  the  last  decade 
shows  not  to  result  in  the  placement  of  people  in  jobs,  but  rather  in  a 
growing  skepticism  of  both  welfare  recipients  and  the  public  as  to  the 
worth  of  such  endeavors. 

The  committee's  amendments  to  the  Work  Incentive  Program  are 
designed  to  make  even  clearer  and  more  effective  what  it  intended  in 
1967,  and  to  add  certain  tax  credit  mechanisms  which  will  effectively 
link  manpower  training  with  the  actual  provision  of  jobs. 

Status  of  the  Work  Incentive  Program 

It  has  been  characteristic  of  the  Work  Incentive  Program  that 
stated  expectations  and  actual  results  have  diverged  widely.  The 
Department  of  Labor  estimates  to  the  House-Senate  conferees  in  1967 
included  a  projection  that  in  fiscal  year  1970,  the  first  full  year  of  the 
WIN  program,  there  would  be  150,000  trainees.  In  1969,  the  estimate 
to  the  Appropriations  Committee  of  the  number  of  trainees  in  1970 
was  cut  approximately  in  half — to  a  total  of  77,000  t  rainees.  The  actual 
average  number  of  trainees  in  1970  was  42,000 — less  than  one-third  of 
the  projection  given  the  Congress  when  the  program  was  established. 

The  Department  of  Labor  spokesman  told  the  Appropriations  Com- 
mittee in  the  fall  of  1969  that  there  would  be  150,000  enrollees  actu- 
ally in  the  program  by  July  1970.  Later  in  the  fiscal  year  they  told 
the  Committee  on  Ways  and  Means  and  this  committee  that  100,000 
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enrollees  would  be  in  the  program  by  July  1970.  Actually,  by  this  date 
there  were  only  89,689  enrollees  and  by  the  first  of  October  1970,  this 
figure  had  only  increased  to  97,238.  What  is  more  significant,  however, 
is  that  almost  30,000  of  these  enrollees  are  either  waiting  for  training 
to  begin,  waiting  between  training  components,  or  have  completed 
their  training  but  have  not  been  placed  in  jobs.  This  latter  category 
has  nearly  doubled  between  July  and  October  of  this  year,  and  there 
are  now  4,500  WIN  participants  who  have  completed  training  but 
are  waiting  for  jobs.  Of  the  approximately  68,000  WIN  participants 
actually  involved  in  training  on  October  1,  almost  50,000  of  them  are 
either  in  orientation,  basic  education,  or  classroom  vocational  train- 
ing— training  with  little  relationship  to  actual  work  experience. 

On-the-Job  Training  and  Public  Service  Employment 

A  major  criticism  of  the  present  Work  Incentive  Program  has  been 
the  lack  of  development  of  on-the-job  training  and  public  service 
employment  (special  work  projects).  These  components  offer  the  best 
opportunity  for  the  employment  of  welfare  recipients  because  they 
provide  training  in  actual  job  situations.  Unfortunately,  only  about 
1.8  percent  of  the  welfare  recipients  enrolled  in  WIN  are  participating 
in  on-the-job  training  and  public  service  employment. 

The  Auerbach  Corporation,  in  its  report  on  the  WIN  program, 
made  the  following  comment  on  O JT : 

The  majority  of  training  courses  for  WIN  are  institutional. 
Though  these  have  been  supplemented  by  individual  contracts, 
a  pressing  need  exists  for  on-the-job  training.  In  most  areas, 
including  some  of  the  largest  programs  visited,  no  OJT 
courses  for  WIN  enrollees  have  been  procured.  For  example, 
the  largest  program  evaluated  has  staff  dedicated  to  the  de- 
velopment of  OJT  slots.  After  seven  months  no  results  have 
been  produced.  The  main  reason  for  this  is  the  competition 
for  the  limited  number  of  OJT  slots  among  many  agencies 
and  programs.  In  some  areas,  the  private  sector  has  been  sat- 
urated. The  Work  Incentive  Program  finds  itself  further  lim- 
ited since  its  contracting  provisions  are  not  competitive  with 
National  Alliance  of  Businessmen  (NAB)  OJT  under  the 
MA-4  Contracting  provisions.  The  MA-4  contracts,  more- 
over, are  usually  unavailable  to  WIN  applicants  since  the 
Concentrated  Employment  Program  (CEP)  is  the  prime  de- 
liverer of  manpower  to  NAB  and  can  fill  the  slots  from  its 
own  applicants. 

In  many  respects,  OJT  is  the  most  desirable  of  all  train- 
ing options,  since  it  screens  for  a  job  at  the  beginning  rather 
than  at  the  end  of  training.  The  applicants  are  aware  when 
they  are  placed  in  OJT  that  this  is  already  a  job  and  that  they 
have  a  position  if  they  can  hold  it.  Unlike  Institutional  Train- 
ing, which  does  not  guarantee  a  placement  (and  many  ap- 
plicants express  the  fear  that  they  will  not  get  a  job),  OJT 
has  the  incentive  of  employment  built  in. 

Although  these  observations  as  to  the  development  of  OJT  were 
made  during  a  period  of  a  higher  level  of  employment  and  economic 
activity  than  exists  today,  the  committee  believes  that  with  increased 
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efforts  of  Federal  and  State  personnel  and  the  use  of  the  tax  credit 
mechanism  discussed  in  the  next  section,  OJT  can  become  an  im- 
portant part  of  WIN.  The  committee  also  believes  that  the  Depart- 
ment of  Labor  and  the  local  manpower  agencies  should  give  the 
highest  priority  to  obtaining  OJT  slots  for  WIN  participants. 

The  need  for  a  substantial  program  of  public  service  employment 
was  clearly  recognized  and  made  mandatory  by  this  committee  in 
1967.  The  legislation  put  an  obligation  on  the  Secretary  of  Labor  to 
establish  as  part  of  each  WIN  program  a  program  of  special  work 
projects  for  individuals  for  whom  a  job  in  the  regular  economy  can- 
not be  found.  Since  that  time  the  need  for  this  type  of  program  has 
become  increasingly  apparent  but  this  fact  has  only  belatedly  been 
recognized  in  principle  by  the  Executive  Branch. 

To  remedy  this  lack  of  emphasis  in  the  WIN  Program,  the  commit- 
tee's amendment  would  require  that  at  least  40  percent  of  the  funds 
spent  for  the  Work  Incentive  Program  be  used  for  on-the-job  train- 
ing and  public  service  employment  (which  replaces  the  special  work 
projects  of  the  current  WIN  program) .  Moreover,  the  committee's  bill 
would  simplify  the  financing  and  increase  the  Federal  share  of  the  cost 
of  public  service  employment  by  providing  100  percent  Federal  fund- 
ing for  the  first  year,  and  90  percent  Federal  sharing  of  the  cost  in 
subsequent  years.  If  the  project  was  in  effect  less  than  three  years, 
Federal  sharing  for  the  first  year  would  be  cut  back  to  90  percent.  The 
safeguards  on  special  work  projects  under  existing  law  relating  to 
health,  safety,  and  other  working  conditions  are  continued  for  public 
service  employment,  as  well  as  the  provision  that  no  wages  "shall  be 
lower  than  the  applicable  minimum  wage  for  the  particular  work 
concerned." 

As  under  the  special  work  projects  of  existing  law,  the  persons  under 
public  service  employment  will  be  reviewed  every  6  months  for  pos- 
sible placement  in  private  employment. 

Effective  date— July  1, 1971. 

Tax  Incentive  for  Hiring  WIN  Participants 

As  an  incentive  for  employers  in  the  private  sector  to  hire  individ- 
uals placed  in  on-the-job  training  or  employment  through  the  Work 
Incentive  Program,  the  committee  amendment  would  provide  a  tax 
credit  equal  to  20  percent  of  the  wages  and  salaries  of  these  individuals. 
The  credit  would  only  apply  to  wages  paid  to  these  employees  during 
their  first  12  months  of  employment,  and  it  would  be  recaptured  if  the 
employer  terminated  employment  of  an  individual  during  the  first 
12  months  of  his  employment  or  before  the  end  of  the  following  12 
months.  This  recapture  provision  would  not  apply  if  the  employee 
became  disabled  or  left  work  voluntarily.  This  provision  will  con- 
stitute an  important  link  between  training  and  jobs. 

The  tax  credit  is  described  more  fully  in  Part  X  of  this  report. 

Lack  of  Eelation  Between  Training  Program  and  Local  Labor 

Market  Needs 

The  Auerbach  Corporation  stated  in  its  report : 

Much  more  needs  to  be  known  about  the  actual  availability 
of  jobs  for  WIN  "graduates"  in  areas  where  the  program 
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functions.  Analysis  should  be  made,  on  a  site-by-site  basis, 
and  should  include  both  job  opportunities  which  are  extant 
and  those  which  are  expected  to  be  developed.  A  particular 
area  of  inquiry  is  the  relative  potential  of  the  public  and  pri- 
vate sectors  of  the  economy  to  supply  jobs.  WIN  operates  in 
many  areas  on  the  assumption  that  large  numbers  of  jobs  can 
be  readily  secured  in  the  private  sector ;  this  assumption  may 
not  be  borne  out  by  investigation. 

Once  the  potential  job  market  for  WIN  enrollees  is  de- 
fined, the  program  should  be  planned  around  that  market,  in 
terms  of  both  slot  allocation  and  provision  of  components. 
The  size  of  WIN  projects  is  presently  determined  by  the  size 
of  the  local  AFDC  population :  it  would  make  more  sense  to 
let  project  size  be  governed  by  actual  job  availability.  Labor 
market  analysis  would  also  ensure  that  training  programs 
were  suitable  for  existing  jobs. 

To  meet  the  existing  unmet  need  for  labor  market  analysis,  the  com- 
mittee bill  would  require  the  Secretary  of  Labor  to  establish  local 
labor  market  advisory  councils  whose  function  would  be  to  identify 
present  and  future  local  labor  market  needs.  The  bill  provides  that  if 
there  is  already  an  appropriate  body  in  an  area,  the  Secretary  of  Labor 
may  designate  it  as  the  advisory  council.  The  findings  of  this  council 
would  have  to  serve  as  the  basis  for  local  training  plans  under  the 
Work  Incentive  Program  to  assure  that  training  was  related  to  actual 
labor  market  demands. 

Effective  date— July  1, 1971. 

Registration  or  Welfare  Recipients  and  Referral  for  Work 

and  Training 

Under  present  law,  all  "appropriate"  welfare  recipients  must  be  re- 
ferred by  the  welfare  agency  to  the  Labor  Department  for  participa- 
tion in  the  Work  Incentive  Program.  Certain  categories  of  persons  are 
statutorily  considered  inappropriate,  Persons  may  volunteer  to  partici- 
pate in  the  Work  Incentive  Program  even  if  the  State  welfare  agency 
finds  them  inappropriate  for  mandatory  referral. 

A  major  criticism  of  the  program  has  been  that  the  State  application 
of  those  standards  of  "appropriateness"  for  the  program  have  re- 
sulted in  widely  differing  rates  of  referrals  and  program^ participation. 
The  committee's  bill  would  eliminate  this  situation  with  a  series  of 
amendments.  First,  it  would  require  welfare  recipients  to  register  with 
the  Labor  Department  as  a  condition  of  welfare  eligibility  unless  they 
fit  within  one  of  the  following  categories : 

1.  Children  who  are  under  age  16  or  attending  school ; 

2.  Persons  who  are  ill,  incapacitated  or  of  advanced  age ; 

3.  Persons  so  remote  from  a  WIN  project  that  their  effective 
participation  is  precluded ; 

4.  Persons  whose  presence  in  the  home  is  required  because  of 
illness  or  incapacity  of  another  member  of  the  household ;  and 

5.  Mothers  with  children  of  preschool  age, 

At  least  15  percent  of  the  registrants  in  each  State  would  be  required 
to  be  prepared  by  the  welfare  agency  for  training  and  referred  to  the 
Work  Incentive  Program  each  year.  States  failing  to  meet  this  per- 
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centage  would  be  subject  to  a  decrease  in  Federal  matching  funds  for 
aid  to  families  with  dependent  children.  Under  the  bill  the  Federal 
matching  percentage  for  AFDC  assistance  payments  would  be  reduced 
by  one  percentage  point  for  each  percentage  point  the  State  fell  below 
the  15  percent  requirement  for  referral  of  registrants.  The  commit- 
tee emphasizes  the  point  that  the  only  referrals  of  welfare  recipi- 
ents which  meet  the  15  percent  requirement  are  those  made  after  ade- 
quate assessment  of  training  and  employment  potential  together  with 
the  provision  of  the  day  care,  social  and  medical  services  which  are 
necessary  for  their  effective  participation  in  WIN.  "Paper  referrals" 
by  the  welfare  agencies  in  some  States  have  been  one  of  the  problems 
of  WIN  and  such  referrals  would  not  meet  the  requirement  of  this 
provision. 

The  committee  bill  would  also  establish  clear  statutory  direction 
in  determining  which  individuals  would  receive  employment  or  train- 
ing by  generally  requiring  the  Departments  of  Labor  and  Health, 
Education,  and  Welfare  to  accord  priority  in  the  following  order, 
taking  into  account  employability  potential : 

1.  Unemployed  fathers ; 

2.  Dependent  children  and  relatives  age  16  or  over  who  are  not 
in  school,  working  or  in  training ; 

3.  Mothers  who  volunteer  for  participation ;  and 

4.  All  other  persons. 

Thus,  under  the  amendment,  mothers  would  not  be  required  to  par- 
ticipate until  every  person  who  volunteered  was  first  placed. 
Effective  date— July  1,  1971. 

Allowances  for  Transportation  and  Other  Expenses 
Necessary  to  Training 

Another  of  the  problems  of  the  WIN  program  has  been  reimburse- 
ment for  training  expenses  which,  under  existing  law,  must  come  from 
the  welfare  side  of  the  program.  This  has  often  resulted  in  delayed  pay- 
ments, multiple  checks  and  general  inconvenience  to  the  trainee  which 
have  had  an  adverse  effect  on  his  attitude  toward  the  program.  Under 
the  committee's  bill  the  local  manpower  agency  could  reimburse  the 
trainee  for  necessary  expenses  directly  related  to  his  participation  in 
training,  such  as  transportation,  lunches,  special  clothes,  and  supplies 
needed  for  the  training. 

Effective  date — January  1, 1971. 

Program  Coordination  on  the  Federal  Level 

The  successful  administration  of  the  entire  referral  process  requires 
the  careful  coordination  of  efforts  by  both  the  Labor  Department  and 
HEW  and  their  agencies  at  all  levels  of  Government.  This  requirement 
has  not  always  been  met  in  the  operation  of  the  current  WIN  program. 
The  Auerbaoh  report  observes : 

Though  the  success  of  WIN  depends  on  a  coordinated  ac- 
tivity, it  has  been  largely  carried  out  as  two  separate  pro- 
grams. Separate  guidelines — not  always  in  agreement — have 
been  issued  by  Departments  of  Labor  and  Health,  Education 
and  Welfare,  and  few  joint  procedures  or  training  packages 
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have  been  promulgated.  The  result  has  been  a  misunderstand- 
ing between  local  welfare  and  manpower  anrencies  sincp  there 
has  been  little  interagency  liaison  and  little  information  in 
either  agency  about  the  other's  responsibility  or  activities. 
Tn  particular,  caseworkers — who  are  responsible  for  many  of 
the  WIN  services — often  know  little  about  the  WIN  respon- 
sibilities of  the  welfare  agency,  much  less  about  those  for  the 
Employment  Service. 

The  committee  bill  meets  this  problem  by  mandating  coordination 
between  the  Departments  of  Labor  and  Health,  Education,  and  Wel- 
fare on  the  national,  regional,  and  local  levels.  It  requires  that  all  regu- 
lations on  the  Work  Incentive  Program  be  issued  iointly  by  both 
Federal  agencies  within  six  months  of  enactment.  It  also  requires  that 
a  joint  Health,  Education,  and  Welfare-Labor  Committee  be  set  up 
to  assure  that  forms,  reports,  and  other  matters  are  handled  con- 
sistently between  the  two  departments.  The  Auerbach  report  cited  as 
imperative  the  need  that  the  Work  Incentive  Program  be  operated 
under  one  set  of  guidelines,  policies,  and  administrative  procedures — 
a  situation  found  not  to  be  the  case  today. 

Program  Coordination  at  the  Local  Level 

Under  present  law,  the  welfare  agency  is  supposed  to  prepare  an 
employability  plan  for  each  appropriate  welfare  recipient  and  make 
referrals  to  the  Department  of  Labor.  The  Department  of  Labor  is 
then  to  prepare  an  employability  plan  and  place  the  individual  in 
employment,  on-the-job  training,  institutional  training,  or  public  serv- 
ice employment  (special  work  projects). 

Problems  have  arisen  in  this  process.  In  some  cases,  the  welfare 
agency  has  not  referred  sufficient  numbers  of  persons,  while  in  other 
cases  they  have  referred  far  too  many  persons,  without  first  arranging 
for  the  supportive  services  (such  as  child  care  or  remedial  medical 
services)  needed  in  order  to  enable  the  welfare  recipient  to  participate 
in  the  Work  Incentive  Program.  The  large  number  of  persons  who 
are  enrolled  in  the  WIN  program  but  are  forced  merely  to  wait  for 
training  or  placement,  attest  to  the  lack  of  planning  and  coordination 
in  the  present  process. 

The  more  dynamic  WIN  jurisdictions  have  established  separate 
administrative  units  in  their  welfare  agencies,  with  the  sole  respons- 
ibility of  seeing  that  WIN  trainees  are  afforded  the  medical,  social, 
and  vocational  rehabilitation  services  necessary  to  their  effective  par- 
ticipation in  the  program.  The  committee  bill  would  require  that  all 
States  set  up  such  separate  units.  To  help  implement  this  provision, 
expenditures  related  directly  to  the  services  provided  by  these  units 
will  generally  be  matched  by  the  Federal  Government  at  the  90  per- 
cent level  under  the  committee  bill.  Under  present  law,  the  Federal 
matching  for  these  services  is  generally  at  75  percent  (but  may  be  as 
low  as  50% )  and  must  compete  with  other  social  and  medical  services 
not  related  to  the  employment  program.  Furthermore,  the  bill  would 
require  that  the  welfare  agency  and  the  Labor  Department  on  the  local 
level  enter  into  a  joint  agreement  on  an  operational  plan— that  is,  a 
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plan  setting  forth  the  kinds  of  training  they  would  arrange  for,  the 
kinds  of  job  development  the  Labor  Department  would  undertake, 
and  the  kinds  of  job  Opportunities  for  which  both  agencies  would 
need  to  prepare  persons  during  the  period  covered  by  the  plan.  In 
addition,  both  agencies  would  jointly  develop  employ  ability  plans 
for  individuals,  consistent  with  the  overall  operational  plans,  to 
assure  that  individuals  receive  the  necessary  supportive  services  and 
preparation  for  employment  without  unnecessary  waiting.  Recipients 
may  be  consulted  during  the  development  of  their  employability 
plans,  but  they  will  not  be  allowed  to  veto  a  plan  which  is  developed 
for  them. 

Effective  date— July  1,  1971. 

WIN  Staffing  Problem 

Relying  on  the  report  of  the  Auerbach  Corporation,  the  Department 
of  Labor  notes  the  problem  that  the  application  of  State  civil  service 
laws  has  had  on  the  effective  staffing  of  WIN  projects.  The  Labor 
Department  WIN  report  transmitted  to  the  Congress  in  July  1970 
states : 

Staffing  WIN  projects  was  hampered  by  civil  service  pro- 
cedures in  many  States.  Seniority  provisions  in  State  merit 
systems  often  required  that  persons  in  the  employment  serv- 
ice agencies  with  seniority  be  given  preference  for  positions 
needed  to  staff  the  new  programs,  even  though  they  might  be 
poorly  suited  to  work  with  welfare  recipients.  This  problem 
was  particularly  acute  at  the  management  supervisory  levels. 

Existing  job  descriptions,  lists,  and  qualifications  indices 
did  not  facilitate  recruitment  of  the  kind  of  staff  who  could 
work  with  disadvantaged  persons.  Where  the  selection  cri- 
teria were  not  changed,  the  new  employees  were  not  what  the 
program  really  needed.  For  example,  qualifications  for 
counselor  positions  in  most  States  require  a  college  degree 
with  credits  in  a  behavioral  science.  Such  academic  back- 
ground, however,  does  not  insure  that  the  graduate  will  be 
able  to  handle  vocational  problems,  work  with  disadvantaged 
minority  group  applicants,  and  understand  the  lifestyle  and 
outlook  of  the  Door.  In  addition,  turnover  is  encouraged  by 
low  salary  levels,  particularly  among  counselors  with  a  few 
years'  experience  who  can  'find  more  lucrative  positions 
elsewhere. 

The  committee  notes  that  inasmuch  as  responsibility  for  admin- 
istering WIN  is  delegated  in  the  statute  specifically  to  the  Secretary 
of  Labor,  he  currently  has  authority  to  overcome  these  impediments 
to  effective  WIN  administration. 

Allocation  of  Federal  Funds  and  Increased  Federal  Matching 

Under  existing  law,  there  is  no  method  of  allotment  of  Federal  funds 
to  the  States  for  WIN  programs.  The  committee  bill  would  provide 
that  funds  for  the  program  be  allocated  among  the  States  on  the  basis 
of  the  number  of  registrants  for  work  and  training.  This  would  give 
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States  some  advance  knowledge  of  their  entitlement  for  training  slots 
under  the  Work  Incentive  Program. 

One  of  the  reasons  stated  by  the  Department  of  Labor  for  the  slow 
implementation  of  WIN  in  some  States  is  the  current  Federal  match- 
ing share  for  training  expenditures  of  80%.  The  committee  bill 
endorses  the  Administration's  proposal  to  raise  the  Federal  matching 
share  to  90%.  This  should  go  far  in  removing  any  financial  impediment 
to  State  participation  in  WIN. 

Effective  date— July  1,  1971. 

Coordination  With  Other  Manpower  Programs 

The  committee  bill  would  require  that  the  Secretary  of  Labor  utilize 
other  existing  manpower  programs  to  the  maximum  extent  feasible,  to 
avoid  unnecessary  duplication  of  programs.  This  continues  a  similar 
provision  of  existing  law.  Under  this  provision,  as  under  existing 
law,  the  committee  expects  that  WIN  participants  will  be  placed  in 
programs — such  as  JOBS — established  under  other  statutes.  WIN 
funds  are  available  for  these  costs,  and  the  committee  does  not  wish 
separate  programs  established  for  WIN  participants  where  these 
people  can  be  served  by  already-established  manpower  programs.  The 
committee  expects  that  WIN  participants  will  be  given  the  priority 
appropriate  to  their  situation  as  being  the  most  disadvantaged  citizens 
of  our  nation. 

Technical  Assistance 

Under  existing  law  there  appears  to  be  a  question  of  whether  the 
Secretary  of  Labor  is  authorized  to  provide  technical  assistance  to 
local  manpower  agencies  in  establishing  and  carrying  on  WIN  proj- 
ects. The  committee's  bill  includes  a  provision  giving  the  Secretary 
this  specific  authority,  thus  clarifying  the  matter. 

Effective  date — January  1, 1971. 

Information  on  WIN 

The  committee  bill  would  require  the  Secretary  of  Labor  to  collect 
significant  statistical  information  on  the  Work  Incentive  Program  so 
that  progress  under  the  program  can  be  better  evaluated. 

Specifically,  as  part  of  his  overall  information  gathering  responsi- 
bilities, the  Secretary  of  Labor  shall  publish  monthly  the  following 
information  on  WIN  participants,  by  age  group  and  sex : 

1.  The  number  of  individuals  registered  with  the  Labor  De- 
partment, the  number  of  individuals  receiving  each  particular 
type  of  work  training  services,  and  the  number  of  individuals 
receiving  no  such  services ; 

2.  The  number  of  individuals  placed  in  jobs  by  the  Secretary 
under  the  program,  and  the  average  wages  of  the  individuals  so 
placed ; 

3.  The  number  of  individuals  who  begin  with  but  fail  to  com- 
plete training,  and  the  reasons  for  the  failure  of  such  individuals 
to  complete  training ;  and  the  number  of  individuals  who  register 
voluntarily  but  do  not  receive  training  or  placement ; 
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4.  The  number  of  individuals  who  obtain  employment  follow- 
ing the  completion  of  training,  and  the  number  of  such  individuals 
whose  employment  is  in  fields  related  to  the  particular  type  of 
training  received; 

5.  Of  the  individuals  who  obtain  employment  following  the 
completion  of  training,  the  average  wages  of  such  individuals, 
the  number  retaining  such  employment  3  months,  6  months,  and 
12  months  following  the  date  of  completion  of  such  training; 

6.  The  number  of  individuals  in  public  service  employment, 
by  type  of  employment,  and  the  average  wages  of  such  indi- 
viduals; and 

7.  The  amount  of  savings,  realized  by  reason  of  the  operation 
of  each  of  the  programs  established  pursuant  to  this  part. 

Effective  date— -July  1,  1971. 

Earned  Income  Disregard 

Under  present  law  States  are  required,  in  determining  need  for  Aid 
to  Families  with  Dependent  Children,  to  disregard  the  first  $30  earned 
monthly  by  an  adult  plus  one-third  of  additional  earnings.  Costs  re- 
lated to  work  (such  as  transportation  costs)  are  also  deducted  from 
earnings  in  calculating  the  amount  of  the  welfare  benefit. 

Two  problems  have  been  raised  concerning  the  earned  income  dis- 
regard under  present  law.  First,  Federal  law  neither  defines  nor  limits 
what  may  be  considered  a  work-related  expense,  and  this  has  led  to 
great  variation  among  States  and  to  some  cases  of  abuse.  Secondly, 
some  States  have  complained  that  the  lack  of  an  upper  limit  on  the 
earned  income  disregard  has  the  effect  of  keeping  people  on  welfare 
even  after  they  are  working  full-time  at  wages  well  above  the  poverty 
line. 

The  committee  bill  would  deal  with  both  of  these  problems  by  mod- 
ifying the  earnings  disregard  formula  and  by  allowing  only  day  care 
as  a  separate  deductible  work  expense  (with  reasonable  limitations 
on  the  amount  allowable  for  day  care  expenses) .  Under  the  committee 
bill,  States  would  be  required  to  disregard  the  first  $60  earned  monthly 
by  an  individual  working  full-time  ($30  in  the  case  of  an  individual 
working  part  time)  plus  one-third  of  the  next  $300  earned  plus  one- 
fifth  of  amounts  earned  above  this.  This  differential  between  full  time 
and  part  time  employment  is  designed  to  encourage  those  who  are 
able  to  move  into  full  time  jobs. 

Effective  date — July  1,  1971,  except  that  States  may  adopt  this 
change  earlier  at  their  option. 

Conclusion 

The  task  of  training  welfare  recipients  for  jobs  and  actually  placing 
them  in  employment  on  a  permanent  basis  is  admittedly  one  of  the 
most  difficult  tasks  facing  government.  The  committee  believes  that 
the  changes  it  is  proposing  for  WIN  are  important,  albeit  some  of 
these  could  have  been  made  without  changes  in  the  statute.  But  the 
committee  is  also  aware  that  regardless  of  what  the  Congress  does 
in  this  area  the  ultimate  success  of  the  program  will,  in  large  measure, 
be  dependent  on  the  dedication  of  administrators  at  the  Federal,  State, 
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and  local  level  and  the  resources  they  are  allocated.  The  committee 
believes  it  is  incumbent  upon  the  Department  of  Labor  to  show  its 
commitment  to  WIN  and  to  provide  sufficient  staffing  at  the  Federal 
level  commensurate  with  its  responsibilities  as  the  primary  adminis- 
trator of  the  program.  The  WIN  program  must  receive  the  kind  of 
implementation  its  importance  deserves. 

D.  FAMILY  PLANNING  SERVICES 

(Sec.  520(a)  (9)  of  the  bill) 

The  committee  bill  provides  for  a  major  advance  in  enabling  the 
poor  to  obtain  free  family  planning  services  by  authorizing  100  per- 
cent Federal  funding  for  State  family  planning  programs  for  present 
and  potential  welfare  recipients,  including  both  information  and  the 
provision  of  medical  services. 

As  under  present  law,  States  would  be  required  to  offer  family  plan- 
ning services  to  all  appropriate  recipients  of  Aid  to  Families  with 
Dependent  Children.  The  committee's  amendment  would  also  allow 
the  States  to  receive  100  percent  Federal  funding  for  programs  for 
both  former  recipients  and  those  who  are  likely  to  become  recipients  of 
welfare.  Acceptance  of  services,  as  under  present  law,  would  be  volun- 
tary with  the  recipient. 

The  committee  believes  that  its  amendments  will  give  great  impetus 
to  the  development  of  family  planning  services  by  the  States.  A  begin- 
ning has  been  made  as  the  result  of  congressional  action  in  1967,  when 
provisions  were  included  in  the  Social  Security  Amendments  which 
required  that  family  planning  services  be  offered  all  appropriate 
x\FDC  recipients,  and  authorized  75  percent  Federal  matching  funds 
for  this  purpose.  The  same  matching  was  also  made  available  to  the 
States  on  an  optional  basis  for  services  for  former  or  potential  re- 
cipients of  welfare. 

The  progress  which  has  been  made  under  the  1967  Amendments, 
however,  has  not  met  the  committee's  expectations.  The  annual  report 
by  the  Department  of  Health,  Education,  and  Welfare  covering  fami- 
ly planning  services  includes  information  which  makes  clear  that  the 
mandate  of  the  Congress  that  all  appropriate  AFDC  recipients  be 
provided  family  planning  services  has  not  been  fulfilled.  The  report 
states : 

Many  problems,  of  course,  remain.  Medical  services  [fam- 
ily planning]  still  are  too  limited,  especially  in  rural  areas 
but  frequently  in  large  urban  areas  as  well.  Replying  to  the 
question  whether  medical  family  planning  programs  currently 
available  are  adequate  to  meet  the  needs  of  eligible  clients, 
36  State  welfare  agencies  answered  in  the  negative  in  March, 
1970.  Thirty-one  cited  geographic  inaccessibility  as  a  major 
problem.  Many  reported  a  shortage  of  health  professionals 
and  paraprofessionals  and  some  reported  that  existing  fa- 
cilities are  overcrowded.  Even  in  the  Nation's  principal  coun- 
ties and  cities  where  clinics  are  more  likely  to  be  found  than 
in  less  populous  sections,  50  out  of  106  local  welfare  agencies 
reported  that  currently  available  medical  planning  programs 
are  inadequate. 
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Looking  at  their  own  capability  of  providing  family  plan- 
ning services,  many  State  and  local  welfare  agencies  report 
a  shortage  of  staff  to  provide  services  and  to  arrange  for 
adequate  follow-up.  Training  programs  for  staff  have  not 
been  mounted  on  the  scale  required.  Although  Federal  funds 
may  be  used  to  match  $3  for  every  $1  spent  from  State  funds 
for  services,  time  and  again  agencies  emphasize  the  difficulty 
of  raising  the  25  percent  share  at  State  and  local  levels. 
Generally,  no  special  funds  have  been  made  available  to  de- 
velop family  planning  services,  as  indicated,  for  example, 
by  the  general  absence  of  full-time  staff  leadership  for  this 
program.  Expectations  among  some  groups  that  title  IV 
funds  would  be  available  to  reach  substantial  numbers  of 
low-income  families  not  currently  receiving  welf are  have  not 
been  realized.  .  .  . 

Testimony  presented  during  the  hearings  has  persuaded  the  com- 
mittee that  the  75  percent  Federal  matching  percentage,  although  a 
major  step  in  promoting  family  planning  services,  has  not  been  suf- 
ficient to  achieve  the  aims  of  the  committee.  By  providing  100  per- 
cent Federal  funding,  the  committee  bill  will  remove  any  existing 
financial  barrier. 

The  committee  believes  its  amendment  is  consistent  with  the  aims 
of  the  Administration,  as  expressed  by  the  President  in  a  speech 
in  July  1969 : 

Most  of  an  estimated  five  million  low  income  women  of 
childbearing  age  in  this  country  do  not  have  adequate  access 
to  family  planning  assistance,  even  though  their  wishes  con- 
cerning family  size  are  usually  the  same  as  those  of  parents 
of  higher  income  groups. 

It  is  my  vieAv  that  no  American  woman  should  be  denied 
access  to  family  planning  assistance  because  of  her  economic 
condition.  I  believe,  therefore,  that  Ave  should  establish  as  a 
national  goal  the  provision  of  adequate  family  planning  serv- 
ices within  the  next  five  years  to  all  those  who  want  them  but 
cannot  afford  them.  This  we  have  the  capacity  to  do. 

The  committee  shares  the  goal  of  the  President.  It  notes  that,  ac- 
cording to  testimony  of  Planned  Parenthood  Federation,  full  family 
planning  services  can  be  provided  for  about  $60  per  woman  per  year. 
This  seems  a  small  price  to  pay  for  the  personal,,  social  and  economic 
benefits  which  can  be  achieved  as  the  result  of  an  effective  nationwide 
family  planning  program. 

Effective  date — January  1,  1971. 

E.  EMERGENCY  ASSISTANCE  FOR  MIGRANT  FAMILIES 
WITH  CHILDREN 

(Sec.  530  of  the  bill) 

Under  existing  law,  emergency  assistance  may,  at  the  option  of  the 
States,  be  provided  to  needy  migrant  families  and  be  provided  either 
Statewide  or  in  part  of  the  State.  The  committee  believes  that  there 
is  an  urgent  need  to  assist  these  families  and  children  and  that  this 
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problem  is  of  a  national  nature.  Therefore,  the  committee  bill  amends 
existing  law  (1)  to  require  all' States  to  provide  such  a  program;  (2) 
to  require  that  it  be  Statewide  in  application;  and  (3)  to  provide 
Federal  matching  of  its  cost  at  the  75  percent  level. 

Under  existing  law,  the  emergency  assistance  program,  which  has 
been  adopted  in  about  25  jurisdictions,  is  matched  by  the  Federal  Gov- 
ernment at  the  50  percent  level.  The  regular  emergency  assistance 
program  will  continue  to  be  optional,  and  its  rate  of  Federal  matching 
will  remain  at  50  percent. 

The  same  feature  of  existing  law  as  to  the  nature  of  the  emergency 
and  the  mode  of  assistance  in  the  regular  emergency  program  would 
be  applicable  to  the  new  migrant  program :  Assistance  would  be  fur- 
nished for  a  period  not  in  excess  of  30  days  in  any  12-month  period  in 
cases  in  which  a  child  is  without  available  resources;  the  payments, 
care,  or  services  involved  are  necessary  to  avoid  destitution  of  the 
child  or  to  provide  living  arrangements  for  the  child ;  and  the  destitu- 
tion or  need  for  living  arrangements  did  not  arise  because  the  child 
or  relative  refused  without  good  cause  to  accept  employment  or  train- 
ing for  employment.  Assistance  could  be  in  the  form  of  money  pay- 
ments, payments  in  kind,  or  other  payments  as  the  State  agency  may 
Specify  with  respect  to,  or  medical  care  or  any  other  type  of  remedial 
care  in  behalf  of,  the  child  or  other  member  of  the  household  in  which 
the  child  is  living,  and  other  services  as  may  be  specified  by  the 
Secretary. 

Effective  date  July  1, 1971. 

F.  OBLIGATION  OF  A  DESERTING  FATHER 

(Sec.  540  of  the  bill) 

Families  may  receive  Aid  to  Families  with  Dependent  Children 
if  the  father  is  dead,  incapacitated,  unemployed,  or  absent  from  the 
home.  Absence  from  the  home  constitutes  by  far  the  major  reason  for 
dependency  among  children.  In  1969,  three  out  of  four  families  receiv- 
ing AFDC  were  eligible  because  of  the  father's  absence  from  the  home. 

One  out  of  six  families  is  on  welfare  because  of  the  father's  deser- 
tion. With  about  9  million  AFDC  recipients,  this  means  that  about 
1,500,000  mothers  and  children  are  receiving  welfare  today  because 
the  father  of  the  family  has  deserted. 

An  illustration  of  the  impact  of  desertion  on  a  city's  AFDC  rolls  is 
included  in  the  findings  of  a  special  review  of  AFDC  in  New  York 
City  by  the  Department  of  Health,  Education,  and  Welfare  and  the 
New  York  State  Dej^artment  of  Social  Services. 

According  to  this  review,  the  number  of  AFDC  women  whose  hus- 
bands had  deserted  them  rose  from  12,138  cases  in  1961  to  52,855  cases 
in  1967,  a  335.4  percent  increase,  as  compared  with  a  total  caseload 
increase  of  159.7  percent  between  1961  and  1967.  The  number  of  cases 
of  deserted  wives  and  wives  separated  without  court  decree  was  15,457 
in  1961;  63,185  in  1967;  and  79.147  in  1968.  Thus,  between  1961  and 
1968  the  cases  of  deserted  or  informally  separated  wives  grew  by  412 
percent,  as  compared  with  a  total  caseload  increase  of  234.7  percent. 

Nationally,  the  largest  single  cause  of  dependency  among  children 
is  illegitimacy.  In  28  percent  of  the  families  receiving  AFDC,  the 
mother  is  not  married  to  the  father  of  the  child. 
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The  Congress  has  attempted  to  deal  with  this  aspect  of  the  depend- 
ency problem  in  the  past.  Present  law  requires  that  the  State  welfare 
agency  undertake  to  establish  the  paternity  of  each  child  receiving 
welfare  who  was  born  out  of  wedlock,  and  to  secure  support  for  him ; 
if  the  child  has  been  deserted  or  abandoned  by  his  parent,  the  welfare 
agency  is  required  to  secure  support  for  the  child  from  the  deserting 
parent,  utilizing  any  reciprocal  arrangements  adopted  with  other 
States  to  obtain  or  enforce  court  orders  for  support.  The  State  welfare 
agency  is  further  required  to  enter  into  cooperative  arrangements  with 
the  courts  and  with  law  enforcement  officials  to  carry  out  this  pro- 
gram. Access  is  authorized  to  both  Social  Security  and  Internal  Rev- 
enue Service  records  in  locating  deserting  parents. 

These  measures,  however,  have  failed  to  stem  the  explosive  growth 
of  the  welfare  rolls  in  the  past  3  years,  a  growth  largely  consisting  of 
families  in  which  there  either  never  was  a  father  or  in  which  the 
father  has  deserted  the  family  or  is  otherwise  separated  from  the 
mother. 

Officials  from  Milwaukee,  Wis.,  in  testimony  before  the  committee 
urged  that  it  be  made  a  Federal  offense  for  a  father  to  leave  a  State  to 
abandon  his  family. 

During  the  hearing  on  the  welfare  bill,  Secretary  Richardson  was 
asked  his  opinion  about  direct  Federal  action  in  desertion  cases.  He 
replied : 

We  would  support  legislation  which  made  it  a  Federal  crime  to 
cross  State  lines  for  the  purpose  of  evading  parental  responsibil- 
ity. The  only  real  problems  that  arise  here — and  I  cannot  speak  to 
these — involve  the  responsibility  that  would  thereby  be  put  on  the 
Justice  Department  and  U.S.  attorney's  offices. 

Generally  speaking,  Federal  law  enforcement  officials,  I  think, 
have  felt  that  this  ought  to  be  a  State  responsibility.  This  system 
is,  in  effect,  an  interstate  compact  designed  to  enable  the  States  to 
work  together  and  to  trace  and  get  money  payments  from  fathers. 
From  the  standpoint  of  our  Department  to  make  this  a  Federal 
crime  would  help  to  reduce  the  problem,  we  think,  and  to  that  ex- 
tent we  would  be  for  it.  (P.  690  of  hearings.) 
The  committee  considers  the  provisions  of  present  law  useful  and 
feels  they  should  be  retained.  However,  it  is  clear  that  further  action 
is  necessary  to  permit  more  extensive  involvement  of  the  Federal 
Government  in  cases  where  the  father  is  able  to  avoid  his  parental 
responsibilities  by  crossing  State  lines. 

First,  the  committee  bill  would  make  it  a  Federal  misdemeanor  for 
a  father  to  cross  State  lines  in  order  to  avoid  his  family  responsi- 
bilities. The  penalty  under  this  new  amendment  would  be  imprison- 
ment for  up  to  one  year. 

Second,  the  committee  bill  would  provide  that  an  individual  who  has 
deserted  or  abandoned  his  spouse,  child,  or  children  shall  owe  a  mone- 
tary obligation  to  the  United  States  equal  to  the  Federal  share  of  any 
welfare  payments  made  to  the  spouse  or  child  during  the  period  of 
desertion  or  abandonment.  In  those  cases  where  a  court  has  issued  an 
order  for  the  support  and  maintenance  of  the  deserted  spouse  or  chil- 
dren, the  obligations  of  the  deserting  parent  would  be  limited  to  the 
amount  specified  by  the  court  order. 
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Present  law  requires  the  State  to  seek  to  obtain  a  court  order  re- 
ouirin<r  the  deserting  parent  to  support  his  family.  The  committee 
feels  it  is  desirable  to  continue  to  provide  an  incentive  for  the  States 
to  do  this.  Therefore,  under  the  committee  bill,  if  the  State  has  ob- 
tained a  court  order,  the  Federal  Government  would  attempt  to  re- 
cover both  the  Federal  and  non-Federal  share  of  welfare  payments 
to  the  deserting  father's  family.  If  the  State  has  not  obtained  a  court 
order,  the  Federal  Government  would  only  attempt  to  recover  the 
Federal  share  of  the  welfare  payments.  The  deserting  parent's  obliga- 
tion could  be  collected  in  the  same  manner  as  any  other  obligation 
against  the  United  States. 

The  bill  also  provides  that  information  regarding  the  whereabouts 
of  the  deserting  individual  would  be  furnished,  on  request,  by  the 
Federal  Government  to  the  deserted  spouse,  or  to  the  guardian  Or  cus- 
todian of  the  child  or  children  deserted,  or  their  counsel,  where  a 
judgment  for  support  has  been  obtained. 

In  an  article  entitled  "The  Crises  in  Welfare"  written  two  years  ago 
Daniel  P.  Moynihan  stated : 

While  minority  group  spokesmen  are  increasingly  pro- 
testing the  oppressive  features  of  the  welfare  system  and 
liberal  scholars  are  actively  developing  the  concept  of  the 
constitutional  rights  of  welfare  recipients  with  respect  to 
such  matters  as  man  in  the  house  searches,  it  is  nonetheless 
the  fact  that  the  poor  of  the  United  States  today  enjoy  a  quite 
unprecedented  de  facto  freedom  to  abandon  their  children  in 
the  certain  knowledge  that  society  will  care  for  them,  and 
what  is  more,  in  a  State  such  as  New  York,  to  care  for  them 
by  quite  decent  standards.  Through  most  of  history  a  man 
who  deserted  his  family  pretty  much  assured  that  they  would 
starve  or  near  to  it  if  he  was  not  brought  back,  and  that  he 
would  be  horsewhipped  if  he  were.  Much  attention  is  paid  the 
fact  that  the  number  of  able-bodied  men  receiving  benefits 
under  the  AFDC  program  is  so  small.  In  February  1966, 
Robert  H.  Mugge  of  the  Bureau  of  Family  Services  of  HEW 
reported  that  of  the  1,081,000  AFDC  parents  there  were  about 
56,000  unemployed,  but  employable  fathers.  But  in  addition 
to  the  110,000  incapacitated  fathers,  there  were  some  900,000 
mothers  of  whom  by  far  the  greatest  number  had  been  di- 
vorced or  deserted  by  their  presumably  able-bodied  husbands. 

Now,  a   working-class  or  middle-class  American  who 
chooses  to  leave  his  family  is  normally  required  first  to  go 
through  elaborate  legal  proceedings  and  thereafter  to  devote 
much  of  his  income  to  supporting  them.  Normally  speaking, 
society  gives  him  nothing.  The  fathers  of  AFDC  families, 
however,  simply  disappear.  Only  a  person  invincibly  preju- 
diced on  behalf  of  the  poor  would  deny  that  there  are  attrac- 
tions in  such  freedom  of  movement. 
It  is  the  committee's  hope  that  the  measures  contained  in  the  com- 
mittee bill  will  equate  the  responsibilities  of  a  father  of  AFDC  chil- 
dren with  those  of  the  father  of  a  working-class  or  middle-class 
family. 
Effective  date — Immediate. 
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G.  THE  SUPREME  COURT  AND  WELFARE  CASES 

Court  decisions  have  played  a  major  role  in  the  phenomenal  growth 
of  the  welfare  rolls  in  the  last  three  years.  One  of  the  most  important 
of  these  cases — the  so-called  "man-in-the-house"  decision — is  based 
solely  on  a  statutory  interpretation.  Other  cases,  such  as  the  decision 
prohibiting  the  duration  of  residence  requirements,  are  based  on 
statutory  interpretation  with  Constitutional  implications.  Still  other 
cases  apparently  are  predicated  on  the  judicial  finding  that  welfare  is 
a  property  "right''  rather  than  the  traditional  view  that  it  is  a  "gra- 
tuity" granted  as  a  privilege  by  the  Congress  and  subject  to  such 
eligibility  conditions  as  it  decides  to  impose. 

It  should  be  remembered  that  welfare  is  a  statutory  right,  and  like 
any  other  statutory  right,  is  subject  to  the  establishment  by  Congress  of 
specific  conditions  and  limitations  which  may  be  altered  or  repealed 
by  subsequent  congressional  action.  In  fact,  the  Social  Security  Act, 
in  section  1104  makes  explicit  what  would  be  the  case  in  any  event, 
that  "the  right  to  alter,  amend,  or  repeal  any  provision  of  this  Act 
is  hereby  reserved  to  the  Congress."  Under  Secretary  Veneman  testi- 
fied before  the  committee  (p.  216  of  the  hearings),  and  Secretary 
Kichardson  agreed  (p.  469  of  the  hearings)  that  there  is  no  Consti- 
tutional right  for  a  person  to  draw  welfare.  The  following  colloquy 
took  place  between  Senator  Long  and  Under  Secretary  Veneman  at 
the  hearings: 

The  Chairman.  Do  you  believe  that  there  is  any  constitutional 
right  for  a  person  to  draw  welfare  money  ? 
Mr.  Veneman.  No,  sir. 

The  Chairman.  I  do  not,  either.  I  am  glad  we  agree  on  that 
point. 

Mr.  Veneman.  There  is  a  statutory  provision,  sir,  that  allows 
certain  people  to  draw  welfare  payments. 
The  "right  to  welfare"  implies  no  vested,  inherent  or  inalienable 
right  to  benfits.  It  confers  no  constitutionally  protected  benefit  on  the 
recipient.  To  the  contrary,  the  right  to  welfare  is  no  more  substantial, 
and  has  no  more  legal  effect,  than  any  other  benefit  conferred  by  a  gen- 
erous legislature.  The  welfare  system  as  we  know  it  today  has  its  legal 
genesis  in  the  Social  Security  Act  and  the  statutory  rights  granted 
under,  and  pursuant  to,  that  Act  can  be  extended,  restricted,  or  other- 
wise altered  or  amended— or  even  repealed — by  a  subsequent  act  of 
Congress  (or  of  a  State  legislature).  It  is  this  ability  to  change  the 
nature  of  a  statutory  right  which  distinguishes  it  from  a  property 
right  or  any  right  considered  inviolate  under  the  Constitution.  The 
committee  firmly  restates  this  view  of  the  nature  of  the  "right"  to  a 
welfare  benefit. 

Denial  of  Eligibility  for  Aid  to  Families  With  Dependent 
Children  Where  There  Is  a  Continuing  Parent-Child 
Relationship 

(Sec.  541  of  the  bill) 

Under  present  law,  Aid  to  Families  with  Dependent  Children  is 
available  to  children  who  have  been  deprived  of  parental  support  by 
reason  of  the  "continued  absence  from  the  home"  of  a  parent.  The 
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so-called  "man-in-the-house"  or  "substitute  father"  statutes  of  the 
States  were  attempts  to  define  the  term  "parent"  under  the  Aid  to 
Families  With  Dependent  Children  program  for  eligibility  purposes. 
The  State  statutes  have  been  varied,  some  emphasizing  cohabitation 
with  the  mother  as  being  determinative  of  the  parental  relation, 
while  others  have  required  indications  of  a  positive  relationship  of 
the  man  with  the  child. 

On  June  17,  1968,  the  Supreme  Court  ruled  that  a  State  could  not 
consider  a  child  ineligible  for  Aid  to  Families  with  Dependent  Chil- 
dren when  there  was  a  substitute  father  with  no  legal  obligation  to 
support  the  child.  The  Court  decision  was  based  on  its  interpretation 
of  Congressional  intent  as  expressed  in  the  Social  Security  Act  and  its 
legislative  history.  The  decision  states:  "We  believe  Congress  in- 
tended the  term  'parent'  in  section  406(a)  of  the  Act  *  *  *  to  include 
only  those  persons  with  a  legal  duty  of  support." 

The  implication  of  this  decision,  as  made  clear  by  subsequent  cases, 
was  that  a  State  could  not  deny  Aid  to  Families  with  Dependent 
Children  even  in  the  situation  where  there  was  a  stepfather  with 
substantial  income.  The  committee  believes  that  a  legal  obligation  to 
support  is  too  narrow  a  base  upon  which  to  determine  eligibility  and 
income  accountability  for  a  welfare  program  for  families.  The  com- 
mittee believes  that  the  determination  of  whether  a  man  is  a  "parent" 
within  the  meaning  of  this  term  in  section  406  of  the  Social  Security 
Act  should  depend  on  the  total  evaluation  of  his  relationship  with  the 
child,  with  the  following  being  positive  indications  of  the  existence 
of  such  a  parental  relationship : 

(1)  The  individual  and  the  child  are  frequently  seen  together 
in  public; 

(2)  The  individual  is  the  parent  of  a  half-brother  or  half-sister 
of  the  child ; 

(3)  The  individual  exercises  parental  control  over  the  child; 

(4)  The  individual  makes  substantial  gifts  to  the  child  or  to 
members  of  his  family ; 

(5)  The  individual  claims  the  child  as  a  dependent  for  income 
tax  purposes; 

(6)  The  individual  arranges  for  the  care  of  the  child  when  his 
mother  is  ill  or  absent  from  the  home ; 

(7)  The  individual  assumes  responsibility  for  the  child  when 
there  occurs  in  the  child's  life  a  crisis  such  as  illness  or  detention 
by  public  authorities ; 

(8)  The  individual  is  listed  as  the  parent  or  guardian  of  the 
child  in  school  records  which  are  designed  to  indicate  the  identity 
of  the  parents  or  guardians  of  children ; 

(9)  The  individual  makes  frequent  visits  to  the  place  of  resi- 
dence of  the  child ;  and 

(10)  The  individual  gives  or  uses  as  his  address  the  address  of 
such  place  of  residence  in  dealing  with  his  employer,  his  credi- 
tors, postal  authorities,  other  public  authorities,  or  others  with 
whom  he  may  have  dealings,  relationships,  or  obligations. 

The  committee  amendment  specifically  states  that :  "Such  a  relation- 
ship between  an  adult  individual  and  a  child  may  be  determined  to 
exist  in  any  case  only  after  an  evaluation  of  the  [above]  factors  *  *  * 
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as  well  as  any  evidence  which  may  refute  any  inference  supported 
by  evidence  related  to  such  factors:'  (Emphasis  added.) 

It  should  be  further  pointed  out  that  the  use  of  this  provision  would 
be  optional  with  the  States.  If  a  State  does  affirmatively  exercise  its 
option,  however,  it  must  comply  with  this  statutory  method  in  deter- 
mining the  child-father  relationship.  The  committee  believes  that  this 
will  provide  coherent  and  uniform  standards  governing  this  delicate 
area  of  the  law  and  provide  a  clear  statement  of  statutory  intent, 

Effective  date — January  1,  1971. 

Duration  of  Residence  Requirement 
(Sec.  542  of  the  bill) 

Under  present  Federal  law  the  Secretary  of  Health,  Education,  and 
Welfare  is  required  to  approve  all  State  plans  for  Aid  to  Families 
with  Dependent  Children  which  meet  the  requirements  specified  in 
section  402(a)  unless  the  plan  includes  a  duration  of  residence  re- 
quirement denying  aid  to  children  who  have  resided  in  the  State  for 
one  year  preceding  the  date  of  application  for  aid  (or  to  children  born 
during  that  year  and  living  with  a  parent  or  relative  who  has  resided 
there  for  a  year).  In  the  programs  of  cash  assistance  for  the  aged, 
blind,  and  disabled,  present  law  would  permit,  in  addition  to  the  re- 
quirement of  one  year's  residence  preceding  the  elate  of  application,  a 
requirement  that  the  individual  have  resided  in  the  State  for  five  of 
the  preceding  nine  years. 

In  April  of  last  year,  the  Supreme  Court  ruled  that  the  duration  of 
residence  requirement  of  the  Connecticut  and  Pennsylvania  AFDC 
programs  constituted  an  action  by  those  States  which  violated  the 
equal  protection  clause  of  the  14th  Amendment,  The  Supreme  Court 
stated  that  the  Federal  statute  "does  not  approve,  much  less  prescribe, 
a  one-year  requirement''  and  went  on  to  say  that  even  if  it  were  to 
assume  "that  Congress  did  approve  the  imposition  of  a  one-year  wait- 
ing period,  it  is  the  responsive  State  legislation  which  infringes  con- 
stitutional rights."  The  court  further  declared  that  if  somehow  the 
constitutionality  of  the  Federal  law  is  involved  that  "insofar  as  it 
permits  the  one-year  waiting-period  requirement"  it  would  be  uncon- 
stitutional because  "Congress  may  not  authorize  the  States  to  violate 
the  Equal  Protection  Clause." 

This  Supreme  Court  action  in  outlawing  duration  of  residence  re- 
quirements could  have  the  effect  of  influencing  States  against  any 
liberalization  of  their  welfare  programs  for  fear  of  attracting  large 
numbers  of  needy  persons  from  nearby  States  with  less  liberal  pro- 
grams. A  dissenting  member  of  the  Supreme  Court  noted  that  "of 
longer-range  importance,  the  field  of  welfare  assistance  is  one  in 
which  there  is  a  widely  recognized  need  for  fresh  solutions  and  con- 
sequently for  experimentation.  Invalidation  of  welfare  residence  re- 
quirements might  have  the  unfortunate  consequence  of  discouraging 
the  Federal  and  State  Governments  from  establishing  unusually  gen- 
erous welfare  programs  in  particular  areas  on  an  experimental  basis, 
because  of  fears  that  the  program  would  cause  an  influx  of  persons 
seeking  higher  welfare  payments."  This  Justice  concluded  that  it  was 
"particularly  unfortunate  that  this  judicial  roadblock  to  the  powers  of 
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Congress  in  this  field  should  occur  at  the  very  threshhold  of  the  cur- 
rent discussions  regarding  the  'federalizing'  of  these  aspects  of  wel- 
fare relief." 

The  committee's  amendment  eliminates  the  constitutional  question 
raised  by  the  Supreme  Court  by  making  it  an  affirmative  requirement 
of  Federal  law  that  State  plans  for  cash  public  assistance  under  the 
Social  Security  Act  include  a  requirement  of  one  year's  residence 
in  the  State  as  a  condition  of  eligibility.  (The  committee's  amendments 
would,  however,  not  deny  Federal  matching  to  States  which  by  virtue 
of  State  law  do  not  in  fact  impose  a  duration  of  residency  require- 
ment.) Thus  under  the  amendment,  one  year's  duration  of  residence  in 
a  State  would,  in  effect,  be  a  nationally  uniform  condition  of  eligibility 
for  assistance  imposed  by  Federal  law.  Accordingly,  the  question  of 
State  violation  of  the  equal  protection  clause  of  the  14th  Amendment 
would  be  eliminated. 

The  committee  recognizes  that  the  one-year  duration  of  residence 
requirement  can  impose  a  severe  hardship  on  some  families  and  could, 
in  fact,  discourage  them  from  moving  to  a  new  State  for  even  such 
admirable  motives  as  seeking  better  employment  opportunities.  Ac- 
cordingly, the  committee  added  to  that  requirement  a  further  re- 
quirement that  the  State  which  a  recipient  leaves  must  continue  assist- 
ance payments  to  him,  as  long  as  he  continues  to  be  eligible  for  assist- 
ance, for  a  period  of  one  year  unless  the  new  State  of  residence  assumes 
this  responsibility  before  the  end  of  that  12-month  period. 

Taken  together,  the  committee  amendments  to  establish  a  residence 
requirement  and  to  require  the  State  of  origin  to  continue  payments 
for  a  year  after  the  recipient  moves,  represent  a  significant  improve- 
ment in  the  Federal-State  welfare  programs  from  the  point  of  view  of 
both  the  States  and  individuals  involved.  States  which  have  found  du- 
ration of  residence  requirements  useful  will  be  able  to  re-institute  them 
and  be  able  to  make  improvements  in  their  welfare  programs  with- 
out fear  of  creating  substantial  incentives  to  in-migration.  Welfare 
recipients  would,  on  the  whole,  be  neither  advantaged  nor  disadvan- 
taged by  the  combined  provisions.  At  least  on  a  short-term  basis,  the 
level  of  welfare  assistance  provided  in  a  given  State  would  be  made 
a  neutral  factor  in  the  recipient's  decision  of  whether  to  move  there. 
In  fact,  it  appears  quite  probable  that  the  overall  effect  of  the  com- 
mittee's amendments  would  be  to  facilitate  the  interstate  movement  of 
welfare  recipients  to  seek  employment  or  for  other  motives.  A  recipient 
contemplating  such  a  move  would  generally  know  what  he  could  ex- 
pect in  the  way  of  assistance  for  the  first  year  and  would  not  face  the 
prospect  of  a  period  with  no  assistance  whatever  while  he  was  trying 
to  establish  his  eligibility  under  the  program  of  the  new  State. 

Effective  date—July  1.  1971. 

Limitation  on  Duration  or  Appeals  Process 

(Sec.  543  of  the  bill) 

The  committee's  bill  requires  State  welfare  agencies  to  reach  a  final 
decision  on  the  appeal  of  a  welfare  recipient  within  30  days  following 
the  day  the  recipient  was  notified  of  the  agency's  intention  to  reduce 
or  terminate  assistance.  The  bill  also  requires  the  repayment  to  the 
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agency  of  amounts  which  a  recipient  receives  during  the  period  of  the 
appeal  if  it  is  determined  that  he  Avas  not  entitled  to  them.  Any 
amounts  not  repaid  are  to  be  considered  an  obligation  of  the  recipient 
to  be  withheld  from  any  future  assistance  payments  to  which  the  in- 
dividual may  be  entitled. 

The  committee's  action  is  designed  to  assure  that  the  appeals  pro- 
cedure will  be  handled  expeditiously  by  the  States,  and  also  to  assure 
that  appeals  will  not  be  made  frivolously.  It  is  the  view  of  the  com- 
mittee that  these  amendments  to  existing  law  are  necessary  in  view  of 
the  recent  Supreme  Court  decision  that  assistance  payments  cannot  be 
terminated  before  a  recipient  is  afforded  an  evidentiary  hearing. 

Effective  date— July  1,  1971. 

State  Permitted  To  Seek  To  Establish  Name  of 
Putative  Father 

(Sec.  544  of  the  bill) 

Of  all  families  receiving  Aid  to  Families  with  Dependent  Children, 
those  in  which  the  father  is  not  married  to  the  mother  constitute  the 
single  largest  category  (28  percent  of  all  families).  It  is  also  the  cate- 
gory that  has  been  showing  the  most  rapid  growth.  The  Congress  has 
clearly  established  in  legislation  its  belief  in  the  importance  of  making 
every  reasonable  effort  to  establish  the  paternity  of  a  child  born  out 
of  wedlock,  both  for  the  sake  of  the  child  and  the  family,  and  as  a  mat- 
ter of  good  social  policy.  It  is  for  this  reason  that  a  provision  was  writ- 
ten into  the  Social  Security  Act  (sec.  402(a)  (17)  (A) )  requiring  the 
State  welfare  agency  "in  the  case  of  a  child  born  out  of  wedlock  who 
is  receiving  aid  to  families  with  dependent  children,  to  establish  the 
paternity  of  such  child.  ..." 

Despite  this  clear  legislative  history,  a  U.S.  District  Court  in  August 
1969  ruled  that  a  mother's  refusal  to  name  the  father  of  her  illegiti- 
mate child  could  not  result  in  denial  of  Aid  to  Families  with  Depend- 
ent Children.  The  applicable  State  regulation  was  held  to  be  incon- 
sistent with  the  provision  in  Federal  law  that  AFDC  be  "promptly 
furnished  to  all  eligible  individuals"  on  the  grounds  that  the  State 
regulation  imposed  an  additional  condition  of  eligibility  not  required 
by  Federal  law. 

The  dissenting  opinion  in  the  case  clearly  sets  forth  the  Congres- 
sional intent: 

The  focal  statutory  provision  which  has  application  here 
is  §  602(a)  (7)  [Sec.  402(a)  (7)  of  the  Social  Security  Act]  ; 
it  reads  in  part : 

(A  State  plan  for  aid  and  services  to  needy  fam- 
ilies with  children  must)  .  .  .  provide  that  the  State 
agency  shall,  in  determining  need,  take  into  con- 
sideration any  other  income  and  resources  of  any 
child  or  relative  claiming  aid  to  families  with  de- 
pendent children,  or  of  any  other  individual  (living 
in  the  same  home  as  such  child  and  relative)  whose 
needs  the  State  determines  should  be  considered  in 
determining  the  need  of  the  child  or  relative  claiming 
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such  aid,  as  well  as  any  expenses  reasonably  attribu- 
table to  the  earning  of  any  such  income. 

It  is  fundamental  in  this  statutory  scheme,  that  the  sources 
of  all  family  income  be  disclosed  as  a  prerequisite  to  an  ap- 
plicant's qualifying  for  eligibility  benefits.  Thus  the  mother's 
disclosure  of  the  known  identity  of  a  legally  liable  putative 
father  is  certainly  an  essential  element  in  correctly  evaluating 
the  applicant-mother's  support  capabilities,  as  stated  on  the 
application  in  behalf  of  herself  and  her  dependent  children. 
Her  limited  disclosure  of  actual  current  income  is  incomplete, 
if  any  of  the  available  sources  remain  unrevealed. 

She  is  the  actual  party  plaintiff  in  this  action ;  it  is  to  her 
that  the  government  welfare  benefits  are  directly  paid.  It  is 
through  her,  that  the  family  unit  is  sought  to  be  preserved, 
as  an  essential  unit  of  our  society.  She  is  the  actual  recipient 
of  these  moneys  as  head  of  the  household.  It  is  the  plan  and 
expectation,  that  her  maternal  interest  as  natural  parent  and 
guardian  will  assure  to  the  dependent  child  the  full  benefits 
of  the  government  allotment. 

Unless  the  principle  of  personal  parental  responsibility 
is  to  be  abandoned,  as  an  obsolete  cornerstone  for  gaging 
welfare  eligibility,  a  full  disclosure  is  a  necessary  and  im- 
plied governmental  prerogative,  which  requires  the  applicant 
to  disclose  all  relevant  information.  Absent  this  personal  res- 
ponsibility and  cooperativenss  between  the  applicant-mother 
and  the  government,  the  effectiveness  of  the  program  would 
be  seriously  challenged  because  she  is  the  sole  source  of  this 
information;  and  without  it  the  system  designed  to  establish 
paternity  could  not  function  

Congress  created  this  system  which  requires  only  the 
identity  of  the  father,  to  allow  enforcement  officials  with  the 
assistance  of  the  Internal  Eevenue  Service  and  the  social 
security  files,  to  locate  an  absconding  father.  It  is  one  of  the 
very  few  occasions  when  the  information  in  those  records  is 
statutorily  made  available  for  use  outside  the  agencies'  offi- 
cial business.  Could  it  be  that  Congress  contemplated  this 
elaborate  system  would  be  paralyzed  by  an  uncooperative 
applicant -mother  who  could  still  successfully  insist  that  she 
be  paid  her  full  monetary  allotment  ? 

Clearly,  the  answer  is  no.  Under  the  committee  bill,  the  intent 
of  the  Congress  that  States  must  attempt  to  establish  the  paternity  of 
a  child  born  out  of  wedlock  is  reaffirmed  by  providing  that  the  re- 
quirement that  welfare  be  furnished  "promptly"  may  not  preclude  a 
State  from  seeking  the  aid  of  a  mother  in  identifying  the  father  of  the 
child. 

Effective  date — Immediate. 

Home  Visits  as  a  Condition  or  Welfare 

(Sec.  545  of  the  bill) 

The  committee  bill  permits  the  States,  at  their  option,  to  require 
as  a  condition  of  welfare  eligibility  that  recipients  allow  a  caseworker 
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to  visit  the  home.  In  doing  so,  the  committee  is  not  endorsing  the 
so-called  "midnight  raids,"  which  have  been  generally  considered  ob- 
jectionable as  a  means  of  enforcing  welfare  eligibility  rules.  The  bill 
specifically  requires  that  such  home  visits  must  be  made  at  a  reasonable 
time  and  with  reasonable  advance  notice. 

However,  the  committee  wants  to  make  clear  its  belief  that  in  "means 
test"  programs,  such  as  those  under  the  public  assistance  titles  of  the 
Social  Security  Act,  States  should  have  the  ri^ht  to  take  reasonable 
steps  to  establish  the  facts  relating  to  eligibility.  If  a  State  decides 
that  visits  by  caseworkers  to  the  homes  of  certain  recipients  are  essen- 
tial to  the  establishment  of  necessary  facts,  then  it  should  be  allowed  to 
provide  for  these  through  its  laws  or  regulations.  The  committee  recog- 
nizes that  there  may  well  be  circumstances  under  which  the  interests 
of  the  welfare  recipient  and  of  the  Government  may  best  be  served  by 
visits  of  the  caseworker  to  the  home. 

Effective  date — January  1, 1971. 

H.  USE  OF  FEDERAL  FUNDS  TO  UNDERMINE  FEDERAL  PROGRAMS 

(Sec.  546  of  the  bill) 

One  of  the  often-stated  aims  of  the  Legal  Services  program  of 
the  Office  of  Economic  Opportunity  is : 

The  use  of  the  judicial  system  and  the  administrative  process 
to  effect  changes  in  laws  and  institutions  which  unfairly  and  ad- 
versely affect  the  poor.  (Page  534  of  the  Narrative  Justifications 
presented  by  OEO  at  the  Senate  fiscal  year  1971  Appropriations 
Hearing  on  July  20, 1970.) 
In  carrying  out  this  broad,  highly  subjective,  and  basically  legisla- 
tive function,  the  committee  notes  that  certain  Legal  Services  activi- 
ties have  been  aimed  directly  at  undermining  the  welfare  programs — 
which  are,  of  course,  established  by  duly  enacted  Federal  laws  and 
properly  prescribed  Federal  regulations. 

For  example,  a  document  entitled  "Know  Your  Welfare  Rights" 
prepared  by  the  Tulare  County  Legal  Service  Association  (paid  from 
Federal  poverty  funds)  stated:  "If  you  don't  want  to  work  there  is 
no  reason  why  welfare  can  force  you  to  work,  no  matter  what  your 
welfare  worker  says."  The  pamphlet  was  subsequently  withdrawn  from 
circulation. 

Recently  the  Center  of  Social  Welfare  Policy  and  Law  at  Columbia 
University,  funded  by  the  Office  of  Economic  Opportunity,  pub- 
lished a  book  entitled  "How  to  Commence  Welfare  Litigation  in  a 
Federal  Court,  Including  Model  Annotated  Papers."  This  publica- 
tion is  explicitly  designed  to  assist  legal  services  attorneys  who  wish 
to  commence  welfare  litigation  in  a  Federal  district  court. 

In  response  to  a  question  by.  the  Chairman  of  the  committee  when 
the  Office  of  Economic  Opportunity  appeared  before  the  committee 
during  the  hearings  on  the  welfare  bill,  information  was  provided 
stating  that  one  or  more  OEO  legal  services  projects  were  involved 
in  each  of  the  major  cases  affecting  welfare  law  in  recent  years. 
These  decisions  involved  the  prohibition  of  duration  of  residence 
requirements,  voiding  the  man-in-the-house  rules,  requiring  a  hearing 
before  assistance  can  be  terminated,  prohibiting  denial  of  welfare 
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for  refusal  to  allow  a  case- worker  in  the  home,  and  prohibiting  denial 
of  welfare  for  refusal  to  name  the  putative  father  (the  reply  appears 
in  pt.  2  of  hearings,  pp.  969-970). 

The  success  of  the  program's  aims  was  asserted  in  OEO's  Narrative 
Justification  at  the  House  Appropriations  hearings  for  the  fiscal  year 
1970: 

Several  landmark  decisions  were  Avon  by  Legal  Services 
attorneys  during  FY  1969.  Of  major  importance  was  a  U.S. 
Supreme  Court  decision  ruling  that  residency  requirements 
for  the  receipt  of  welfare  benefits  were  unconstitutional. 
Also,  the  court  ruled  that  the  welfare  "substitute  father" 
regulation  was  illegal.  .  .  . 

The  committee  is  unwilling  to  accept  the  implication  of  these  activi- 
ties :  that  the  Legal  Services  lawyers  are  better  qualified  than  the  Con- 
gress to,  in  effect,  determine  national  policy  regarding  the  poor.  The 
committee  draws  a  distinction  between  legal  representation  that  in- 
volves assisting  poor  individuals  with  day-to-day  problems  in  such 
areas  as  support  payments,  landlord-tenant  relations,  consumer  is- 
sues, or  even  arbitrary  actions  of  local  welfare  departments — and  the 
type  of  advocacy  that  aims  at  undermining  established  institutions 
that  were  consciously  created  through  acts  of  Congress.  If  the  welfare 
statutes  are  inadequate,  and  there  is  little  disagreement  on  this  point, 
then  the  proper  forum  for  improving  them  is  the  legislative  branch 
of  our  Government,  not  the  judicial. 

Accordingly,  the  committee's  amendment  would  prohibit  the  use  of 
Federal  funds  to  pay,  directly  or  indirectly,  the  compensation  or  ex- 
penses of  any  individual  who  in  any  way  participates  in  action  relating 
to  litigation  which  is  designed  to  nullify  Congressional  statutes 
or  policy  under  the  Social  Security  Act. 

Effective  date — Immediate. 

I.  REGULATIONS  OF  THE  DEPARTMENT  OF  HEALTH,  EDUCATION, 

AND  WELFARE 

The  committee  is  concerned  at  the  extent  to  which  the  Department 
of  Health,  Education,  and  Welfare  has  imposed  requirements  on  the 
States  which  go  far  beyond  the  statute  itself  and  in  some  cases  bear 
no  relationship  to  the  law. 

Section  1102  of  the  Social  Security  Act  authorizes  the  Secretary 
of  Health,  Education,  and  Welfare  to  "make  and  publish  such  rules 
and  regulations,  not  inconsistent  with  this  Act,  as  may  he  necessary 
to  the  efficient  administration  of  the  functions"  he  is  charged  with 
under  the  Act.  (Emphasis  added.)  Under  this  broad  authority,  the 
Secretary  has  attempted  through  regulation  to  make  substantial  legis- 
lative changes  in  the  welfare  provisions  of  the  Social  Security  Act. 

Governor  Warren  E.  Hearnes  of  Missouri,  testifying  on  behalf  of 
the  National  Governors'  Conference,  told  the  committee  in  hearings : 

.  .  .  We  have  had  a  great  deal  of  problems  fiscally  with 
laws  passed  by  the  Congress  in  the  welfare  field,  but  we  have 
many,  many  times  over  problems  created  by  regulations  from 
HEW  .... 

...  It  is  almost  every  session  that  we  are  required  to  enact 
new  laws  to  conform  with  their  regulations. 
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.  .  .  These  things  are  very  exasperating  for  the  Governors 
and  the  legislatures  to  try  to  stay  not  only  within  the  intent 
of  Congress  but  with  what  Congress  has  evidently  done  and 
given  to  HEW  so  much  power  to  promulgate  regulations, 
(pp.  1974,  2061  of  hearings  on  the  Family  Assistance  Plan) 

The  Congress  did  not  intend  that  the  regulatory  authority  in  section 
1102  be  employed  by  the  Department  of  Health,  Education,  and  Wel- 
fare as  a  substitute  for  an  act  of  Congress.  Several  provisions  of  the 
committee  bill  will  make  clear  the  Congressional  intention  to  curb  the 
use  of  this  authority  in  regulatory  lawmaking. 

"Declaration  Method7'  or  Determining  Eligibility 
(Sec.  550  of  the  bill) 

Generally  speaking,  the  usual  method  of  determining  eligibility 
for  public  assistance  has  involved  the  verification  of  information 
provided  by  the  applicant  for  assistance  through  a  visit  to  the  appli- 
cant's home  and  from  other  sources.  For  persons  found  eligible  for 
assistance,  re-determination  of  eligibility  is  required  at  least  annually 
(six  months  in  the  case  of  Aid  to  Families  with  Dependent  Children) , 
and  similar  procedures  are  followed. 

Eegulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  on  January  17, 1969,  required  States  to  test  a  simplified  meth- 
od for  the  determination  of  eligibility  for  welfare  in  selected  areas  of 
the  State.  The  simplified  or  "declaration  method''  provides  for  eligi- 
bility determinations  to  be  based  to  the  maximum  extent  possible  on 
the  information  furnished  by  the  applicant,  without  routine  inter- 
viewing of  the  applicant  and  without  routine  Aerification  and  investi- 
gation by  the  case  worker.  The  regulations  requiring  testing  of  the 
declaration  method  arbitrarily  stated  that  a  three  percent  level  of  in- 
eligibility would  be  considered  "acceptable." 

In  May  of  this  year,  Secretary  Finch  announced  that  the  results  of 
the  testing  were  so  conclusive  that  he  was  requiring  the  States,  through 
regulation,  to  use  the  simplified  declaration  method  in  welfare  pro- 
grams for  the  aged,  blind,  and  disabled  beginning  July  1,  1970. 

The  committee  asked  the  General  Accounting  Office  to  look  into  the 
testing  of  the  method  to  see  if  the  results  were  truly  conclusive.  In  its 
report,  the  General  Accounting  Office  found  that : 

1.  The  simplified  declaration  method  required  by  the  hew 
Health,  Education,  and  Welfare  regulations  in  fact  was  pre- 
tested almost  nowhere ;  most  States  actually  used  oral  interview- 
ing or  other  forms  of  verification  of  the  information  supplied  by 
the  applicant; 

2.  Five-sixths  of  the  total  cases  tested  were  simply  redetermi- 
nations of  the  eligibility  of  persons  who  had  previously  been 
subjected  to  the  usual  (nondeclaration)  application  procedures, 
and  thus  might  not  be  indicative  of  the  manner  in  which  the  sim- 
plified method  will  operate ;  and 

3.  The  sample  size  under  the  testing  was  so  small  that  there 
is  a  substantial  probability  that  the  ineligibility  level  exceeded 
Health,  Education,  and  Welfare's  arbitrary  3-percent  "accepta- 
ble" level. 
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In  view  of  the  inconsistency  of  the  test  findings,  the  committee  feels 
that  use  of  the  declaration  method  should  remain  optional  with  the 
States  rather  than  mandatory.  The  committee  bill  accordingly  speci- 
fies that  the  Secretary  may  not  require  use  of  the  declaration  method 
by  regulation. 

Effective  date — Immediate. 

Definition  or  Unemployment 
(Sec.  551  of  the  bill) 

Under  present  law  Aid  to  Families  with  Dependent  Children  may 
be  provided  to  needy  families  in  which  the  children  are  dependent 
because  of  the  death,  incapacity,  or  absence  of  a  parent — and,  at 
the  State's  option,  if  the  father  'is  unemployed.  Twenty-three  States 
currently  provide  assistance  to  needy  families  in  which  the  father  is 
unemployed.  Before  the  Social  Security  Amendments  of  1967,  each 
State  used  its  own  definition  of  "unemployment."  The  committee  felt 
that  a  uniform  national  definition  was  desirable,  and  authorized  the 
Secretary  of  Health,  Education,  and  Welfare  to  define  unemployment. 
Unfortunately,  the  Department  of  Health,  Education,  and  Welfare 
issued  regulations  defining  unemployment  which  go  far  beyond  any- 
thing contemplated  by  the  committee  in  1967.  Under  the  regulations, 
unemployment  is  defined  in  a  way  that  requires  States  with  unem- 
ployed father  programs  under  AFDC  to  include  "any  father  who  is 
employed  less  than  30  hours  a  week"  and  the  State  may  include  "any 
father  who  is  employed  less  than  35  hours  a  week." 

During  hearings  on  the  Family  Assistance  Plan,  Secretary  Richard- 
son agreed  that  an  individual  working  regularly  34  hours  a  week 
could  not  be  considered  "unemployed."  At  that  time  he  stated  his 
intention  to  change  the  definition : 

Senator  Talmadge.  Mr.  Secretary,  reverting  to  another 
matter,  in  our  previous  hearings  on  this  bill,  several  members 
of  the  committee  noted  that  regulations  of  the  Department 
permitted  States  to  consider  an  individual  working  less  than 
35  hours  as  being  unemployed.  Secretary  Finch  agreed  that 
he  had  difficulty  conceiving  of  a  man  working  regularly  at 
34  hours  a  week  as  being  unemployed.  Yet,  to  the  best  of  my 
knowledge,  there  has  been  no  change  in  this  regulation. 

If  I  read  correctly,  the  electrical  workers  in  New  York  City 
recently  negotiated  contracts  for  a  20-hour  week.  Why  should 
not  the  system  have  a  more  realistic  definition  of  unemploy- 
ment ? 

Secretary  Richardson.  We  should  have  a  more  realistic 
definition,  Senator.  I  would  again  emphasize  that  if  our  rec- 
ommendations are  all  adopted,  that  problem  will  disappear 
with  the  declining  rolls  of  the  unemployed  father  category. 

Senator  Talmadge.  Is  it  not  a  problem  now  that  ought  to  be 
corrected  by  regulation  now,  rather  than  waiting  on 
Congress  ? 

Secretary  Richardson.  I  think  it  should,  and  I  shall  follow 
that  up. 
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To  date,  the  regulations  of  the  Department  of  Health,  Education, 
and  Welfare  have  not  been  changed.  Accordingly,  the  committee  bill 
includes  an  amendment  defining  a  father  as  unemployed  for  pur- 
poses of  AFDC  eligibility  if  he  has  worked  less  than  10  hours  in 
the  last  week  or  less  than  80  hours  in  the  last  30  days. 

Effective  date — July  1, 1971. 

Veto  of  WIN  Child  Care  Services 
(Sec.  520(a)(7)  of  the  bill) 

Department  of  Health,  Education,  and  Welfare  regulations  state 
that  "child  care  services,  including  in-home  and  out-of-home  services, 
must  be  available  or  provided  to  all  persons  referred  to  and  enrolled 
in  the  work  incentive  program  and  to  other  persons  for  whom  the 
agency  has  required  training  or  employment.  Such  care  must  be  suit- 
able for  the  individual  child,  and  the  parents  must  be  involved  and 
agree  to  the  type  of  care  to  be  provided." 

This  apparent  absolute  veto  power  over  child  care  by  the  mother 
is  not  in  accord  with  Congressional  intent.  The  committee  bill  pro- 
vides that  if  child  care  services  are  necessary  to  permit  participation 
of  a  mother  in  the  Work  Incentive  Program,  she  should  be  given  a 
choice  of  type  of  child  care  if  more  than  one  type  is  available,  but  she 
may  not  avoid  participation  in  work  and  training  by  refusal  to  accept 
child  care. 

Effective  date — Immediate. 

Advisory  Committees  on  Welfare 
(Sec.  552  of  the  bill) 

Regulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  require  States  to  establish  a  welfare  advisory  committee 
for  AFDC  and  child  welfare  programs  "at  the  State  level  and  at 
local  levels  where  the  programs  are  locally  administered,"  with  the 
cost  of  the  advisory  committees  and  their  staffs  borne  by  the  States 
(with  Federal  matching)  as  part  of  the  cost  of  administering  the 
welfare  programs. 

The  committee  has  no  objection  to  the  establishment  of  such  advisory 
committees  where  the  State  wishes  to  do  so,  but  finds  that  there  is 
no  statutory  basis  for  requiring  their  establishment.  Accordingly,  the 
committee  bill  would  make  the  setting  up  of  welfare  advisory  com- 
mittees and  the  nature  of  such  committees  a  matter  of  State  discretion. 

Effective  date — Immediate. 

J.  USE  OF  SOCIAL  SECURITY  NUMBERS 

(Sec.  560  of  the  bill) 

The  committee  bill  requires  applicants  for  public  assistance  to  fur- 
nish their  social  security  numbers  to  State  welfare  agencies.  These 
agencies,  in  turn,  are  required  by  the  bill  to  use  recipients'  social 
security  numbers  in  the  administration  of  assistance  programs. 

For  example,  it  is  expected  that  States  would  use  social  security 
numbers  for  case  file  identification,  for  cross-checking  purposes,  and 
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as  an  aid  in  the  compilation  of  statistical  data.  The  committee  feels 
that  this  provision  is  a  logical  extension  of  the  use  of  social  security 
numbers  for  identification  purposes — a  procedure  already  in  wide- 
spread use  by  governmental  agencies  and  others.  In  fact,  the  committee 
understands  that  a  number  of  States  have,  on  their  own  initiative, 
undertaken  to  use  social  security  numbers  in  administering  their  wel- 
fare programs.  The  committee  believes  that  this  practice  should  be 
made  a  nationally  uniform  requirement  of  Federal  law  with  a  view 
to  improving1  the  administration  of  welfare  programs,  aiding  in  the 
detection  and  prevention  of  fraudulent  practices  and  facilitating  the 
collection  and  analysis  of  welfare  statistics  on  both  the  State  and 
National  levels. 
Effective  date — January  1, 1972. 

K.  TESTING  OF  ALTERNATIVES  TO  AFDC 

(Sees.  561  and  562  of  the  bill) 

Over  the  years,  the  Congress  has  enacted  a  wide  range  of  social 
welfare  programs  designed  to  assure  that  all  Americans,  including 
the  needy  and  the  unfortunate,  will  have  the  opportunity  to  obtain  at 
least  the  basic  necessities  for  a  life  of  decency  and  dignity.  Some  of 
these  programs  have  proven  successful.  Too  often,  however,  such  pro- 
grams have  been  enacted  on  the  basis  of  estimates  which  later  proved 
to  be  far  too  low  with  respect  to  costs  and  far  too  high  with  respect 
to  effectiveness. 

The  committee  feels  that,  in  the  light  of  this  sad  experience,  this 
is  not  the  time  to  adopt  a  major  new  welfare  program  which  has  the 
potential  of  costing  the  American  taxpayer  vast  sums  of  money  until 
such  a  program  and  alternative  approaches  have  been  thoroughly 
examined  on  an  experimental  basis.  Accordingly,  while  the  committee 
agrees  with  the  generally  accepted  sentiment  that  the  problems  of  the 
present  program  of  aid  to  families  with  dependent  children  are  reach- 
ing overwhelming  proportions,  it  cannot  agree  that  the  present  system 
is  so  bad  that  any  untested  alternative  would  be  preferable  merely  be- 
cause it  is  new  or  different.  The  committee  bill  takes  the  more  respon- 
sible approach  of  adopting  a  number  of  changes  in  the  present  welfare 
system  designed  to  correct  its  worst  and  most  obvious  defects,  while 
at  the  same  time  providing  for  the  testing  of  possible  alternatives  to 
the  present  system. 

The  committee  bill  provides  for  the  Secretary  of  Health,  Education, 
and  Welfare  to  conduct  up  to  four  tests  of  possible  alternatives  to 
the  AFDC  program.  One  or  two  of  these  tests  would  test  a  "family 
assistance"  type  proposal  for  welfare,  and  one  or  two  of  the  tests  would 
test  a  "workfare"  type  proposal.  In  addition,  the  bill  provides  for  a 
test  in  which  a  program  of  rehabilitation  of  welfare  recipients  would 
be  administered  by  vocational  rehabilitation  personnel. 

The  committee  expects  that  these  tests  will  provide  a  sound  basis 
for  rational  legislative  action  in  the  welfare  area. 

It  is  hoped  that  each  test  will  produce  data  from  which  there  can 
be  estimated  for  the  various  types  of  programs  the  cost,  extent  of 
participation,  and  effectiveness  in  reducing  dependency  on  welfare 
which  could  be  expected  if  such  programs  were  adopted  as  a  substi- 
tute for  AFDC.  These  tests  should  also  provide  valuable  administra- 


369 


live  experience  which  would  facilitate  the  implementation  of  any  of 
the  tested  proposals  which  might  eventually  be  enacted. 

General  Requirements  Applicable  to  Tests  of  AFDC 
Alternatives 

In  drawing  up  its  proposals  for  the  testing  of  alternatives  to  the 
present  welfare  system,  the  committee  has  profited  from  the  experi- 
ence of  the  relatively  small-scale  income  maintenance  experiment 
being  conducted  with  OEO  funds  in  the  States  of  New  Jersey  and 
Pennsylvania.  A  General  Accounting  Office  evaluation  of  that  project 
requested  by  the  committee  revealed  a  number  of  pitfalls  which  the 
committee  bill  is  designed  to  avoid.  For  example,  the  GAO  report 
found  that  an  attempt  was  made  to  draw  conclusions  from  the  New 
Jersey  experiment  before  it  had  run  long  enough  to  provide  a  reliable 
data  base  to  support  such  conclusions.  The  committee  bill  requires, 
therefore,  that  all  tests  be  conducted  for  a  minimum  of  two  years 
unless  Congress  authorized  earlier  termination.  It  is  anticipated  that 
such  authorization  would  be  requested  and  granted  only  if  it  became 
obvious  that,  a  test  in  progress  was  a  total  failure  and  would  yield 
no  useful  results.  Other  problems  tending  to  lessen  the  value  of  the 
OEO  experiment  were  the  limited  size  of  the  sample  population  and 
the  availability  to  those  in  the  experiment  of  alternative  benefits  under 
existing  welfare  programs.  These  difficulties  are  avoided  by  provisions 
of  the  committee  bill  which  require  that  all  eligible  families  in  the 
test  area  be  permitted  to  participate  in  it  and  that  no  families  in  that 
area  may,  during  the  period  of  the  test,  receive  aid  or  assistance  under 
AFDC. 

The  committee  feels  that  the  Department  of  Health,  Education, 
and  Welfare  should  have  considerable  flexibility  in  choosing  the  areas 
in  which  these  tests  are  to  be  conducted.  Accordingly,  the  bill  permits 
a  given  test  to  be  conducted  either  throughout  an  entire  State  or  only 
within  certain  areas  of  a  State.  The  committee  wants  to  make  clear, 
however,  its  intention  that  the  areas  which  the  Department  does  choose 
for  each  test  should  be  broadly  representative  of  the  country  as  a 
whole  so  that  the  data  from  the  tests  may  serve  as  a  reliable  basis  for 
future  Congressional  action. 

The  committee  also  desires  to  assure  that  the  tests  will  be  conducted 
in  such  a  way  that  valid  comparisons  among  the  various  alternatives 
can  be  made.  The  bill,  therefore,  requires  that  the  Department  conduct 
the  same  number  of  "workfare"  tests  as  "family  assistance"  tests — ■ 
either  one  or  two  of  each.  In  each  pair  of  tests  (one  "workfare"  and 
one  "family  assistance")  the  beginning  and  ending  dates  of  the  two 
tests  must  be  the  same,  the  number  of  participants  must  be  approxi- 
mated the  same,  and  the  areas  in  which  the  two  tests  are  conducted 
must  be  comparable  as  to  population,  per  capita  income,  unemploy- 
ment level,  and  other  relevant  factors. 

The  committee  bill  also  provides  that  the  tests  are  to  be  conducted 
with  State  cooperation  and  with  State  sharing  in  the  costs  of  the  tests. 
The  State  share  of  costs,  however,  could  not  exceed  its  share  of  the 
costs  under  AFDC  (as  determined  by  its  costs  for  the  test  area  in 
the  12  months  before  the  test  begins) . 
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To  assure  that  the  tests  are  so  designed  as  to  fulfill  their  objective 
of  providing  Congress  with  the  necessary  data  on  which  to  base  fur- 
ther welfare  legislation,  the  bill  requires  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  to  give  a  complete  and  detailed  description  of  the 
test  plans  before  they  are  implemented  to  this  committee  and  to  the 
Committee  on  Ways  and  Means  of  the  House  of  Representatives.  The 
Secretary  would  also  be  required  to  give  consideration  to  any  com- 
ments and  suggestions  of  the  committees  and  to  report  to  Congress  at 
least  annually  on  the  operations  of  the  test  programs. 

In  addition,  the  Secretary  would  be  required  in  planning  the  tests 
and  in  preparing  reports  on  the  tests  to  consult  with  the  General  Ac- 
counting Office  which  also  would  have  full  access  to  the  books  and 
records  concerning  the  tests  and  would  itself  annually  or  more  often 
conduct  audits  of  the  test  programs  and  make  reports  to  Congress 
concerning  them.  At  the  conclusion  of  the  tests,  complete  reports  with 
recommendations  would  be  submitted  to  Congress  by  both  the  Secre- 
tary of  Health,  Education,  and  Welfare  and  the  Comptroller  General. 

Tests  of  "Family  Assistance''  Programs 

The  committee  bill  provides  for  the  Department  of  Health,  Educa- 
tion, and  Welfare  to  conduct  one  or  two  tests  of  "family  assistance" 
programs.  Essentially,  "family  assistance"  programs  would  be  similar 
to  the  present  welfare  program  of  Aid  to  Families  with  Dependent 
Children  except  that  eligibility  would  not  be  restricted  to  families  in 
which  children  are  deprived  of  parental  support  because  of  the  death, 
incapacity,  or  absence  from  the  home  of  a  parent  or  because  of  the 
father's  unemployment.  In  addition  to  such  AFDC-type  families,  a 
"family  assistance"  program  would  also  cover  low  income  families  in 
which  both  parents  are  present  and  nondisabled  and  in  which  the 
father  is  working  full  time,  but  is  not  earning  a  sufficient  amount  to 
meet  the  family's  needs  as  determined  by  an  income  standard  related 
to  family  size. 

The  "family  assistance"  tests  would  provide  money  payments  to 
families  with  incomes  below  certain  minimum  levels.  Non-disabled 
adults  (with  certain  exceptions)  could  not  refuse  to  accept  employ- 
ment or  training ;  and  placement,  employment  training,  and  supportive 
services  would  be  provided.  In  determining  eligibility  and  the  amount 
of  assistance,  a  portion  of  earnings  would  be  disregarded  in  order  to 
provide  a  monetary  incentive  for  work. 

Tests  of  "Workfare"  Programs 

The  committee  bill  provides  for  one  or  two  "workfare"  tests  to  be 
conducted  at  the  same  time  as  the  "family  assistance"  tests.  A  "work- 
fare"  program,  under  the  provisions  of  the  bill,  would  in  large  part 
cover  the  same  persons  eligible  for  "family  assistance" — but  while  the 
"family  assistance"  tests  would  follow  the  traditional  welfare  ap- 
proach, this  proposal  would  stress  "workfare"  as  a  basis  of  entitle- 
ment for  those  able  to  work.  A  sharp  distinction  would  be  made  be- 
tween welfare  and  "workfare."  In  effect,  a  presumption  would 
be  made  that  certain  groups  (the  aged,  blind,  disabled,  and  families 
with  preschool  age  children  where  the  father  is  dead,  absent,  or  dis- 
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abled)  are  not  employable.  These  persons  would  be  eligible  for  cash 
welfare  payments  amounting  to  a  guaranteed  minimum  income.  For 
all  other  groups,  however,  there  would  be  no  guaranteed  minimum  in- 
come but  only  a  guaranteed  work  opportunity,  with  training  and  other 
preparation  for  employment  where  necessary. 

Thus,  the  "workfare"  proposal  would  restrict  the  types  of  families 
eligible  to  receive  welfare,  and  other  families  with  incomes  below  the 
specified  standards  would  be  expected  to  participate  in  the  "workfare'1 
program.  Participants  in  the  "workfare"  program  would  have  their 
wages  supplemented  if  they  are  below  the  minimum  wage.  Allowances 
would  also  be  paid  to  those  in  training.  The  policy  incorporated  in  the 
"workfare"  test  proposals  is  that  it  should  always  be  more  profitable  for 
a  mother  with  no  children  of  preschool  age  heading  a  family  to  work 
than  to  remain  at  home  and  receive  welfare  payments;  and  mothers 
who  head  families  with  children  of  preschool  age  should  be  given  a 
choice.  In  order  for  this  policy  to  be  carried  out,  large-scale  day  care 
and  job  development  programs  must  be  initiated,  and  the  "workfare" 
test  provisions  of  the  bill  provide  for  such  programs,  including  pro- 
grams of  subsidized  public  service  employment. 

One  possible  way  in  which  the  "workfare"  test  provisions  could  be 
carried  out  would  be  through  an  employment  corporation  created  to 
administer  the  proposal.  It  would  be  the  corporation's  job  to  secure 
employment  in  the  community  at  least  at  the  minimum  wage  for  per- 
sons registering  for  the  workfare  program.  If  jobs  could  not  be  found 
at  the  minimum  wage,  the  registrant  could  become  an  employee  of  the 
corporation,  which  would  contract  cut  for  his  services  on  a  temporary 
or  regular  basis.  If  the  corporation  charged  the  employer  less  than  the 
minimum  wage,  the  employee  could  receive  a  wage  perhaps  half-way 
between  the  charge  to  the  employer  and  the  minimum  wage.  For  ex- 
ample, if  the  employer  paid  $1.00  per  hour,  the  Corporation  could 
pay  the  employee  $1.30  per  hour  (half  way  between  $1.00  and  $1.60). 
If  after  evaluating  an  employee's  improved  productivity  the  corpora- 
tion decided  to  charge  $1.20  per  hour  for  his  services,  the  employee 
would  receive  $1.40  per  hour.  Once  his  wages  had  reached  the  mini- 
mum wage,  he  would  no  longer  be  an  employee  of  the  corporation. 

An  employee  of  the  corporation  might  be  paid  $1.00  per  hour  while 
in  full-time  training,  or  if  he  is  willing  to  work  but  there  is  no  job 
available. 

Whether  through  such  a  corporation  or  through  some  other  method 
of  wage  subsidization,  each  "workfare"  test  proposal  would  consist 
of  at  least  these  elements : 

— Welfare  payments  to  those  unable  to  work  (the  aged,  blind,  and 
disabled,  and  families  with  preschool  age  children  where  the 
father  is  dead,  absent,  or  disabled)  ; 

— A  workfare  program  of  guaranteed  work  opportunities  for  fam- 
ilies headed  by  a  person  able  to  work ; 

— Day  care  for  children  of  low-income  working  mothers ;  and 

— Other  appropriate  supportive  services. 
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Pilot  Propect  To  Test  the  Administration  oe  Welfare 
Programs  by  Vocational  Rehabilitation  Personnel 

In  recent  years,  analogies  have  frequently  been  drawn  between  those 
who  suffer  from  physical  disabilities  and  those  whose  lack  of  cultural 
or  educational  background  places  them  at  a  substantial  disadvantage 
in  competing  for  jobs  in  the  labor  market.  The  committee  agrees  that 
these  analogies  have  a  certain  validity  in  that  both  groups  are  in  a 
very  real  sense  handicapped. 

Further,  the  committee  is  impressed  with  the  extent  to  which  per- 
sonnel engaged  in  the  profession  of  fostering  vocational  rehabilitation 
have  been  able  to  motivate  the  physically  disabled  with  the  desire  to 
overcome  their  handicaps  and  have  been  able  through  such  motiva- 
tion and  through  training  to  restore  disabled  individuals  to  useful, 
productive,  and  independent  lives.  Unfortunately,  public  assistance 
and  manpower  agencies  have  often  not  had  similar  success  in  rehabil- 
itating welfare  recipients.  The  committee  is  not  sure  that  the  welfare 
group  will  be  as  susceptible  to  rehabilitation  techniques  as  the  less 
socially  deprived  segments  of  the  population  which  have  generally 
constituted  caseloads  of  vocational  rehabilitation  agencies.  The  com- 
mittee bill,  therefore,  authorizes  a  pilot  project  designed  to  find  out 
whether  the  methods  and  attitudes  of  those  Avho  have  been  successful 
in  rehabilitating  the  physically  disabled  can  be  applied  with  equal 
success  to  welfare  recipients. 

Under  the  provisions  of  the  bill,  this  project  would  be  run  concur- 
rently with  the  first  "family  assistance"  and  "workfare"  tests  and  in 
a  comparable  area.  AFDC  payments  would  be  suspended  in  the  area 
for  the  duration  of  the  test,  but  equivalent  benefits  would  be  provided 
to  those  who  would  otherwise  have  been  eligible  for  AFDC.  In  admin- 
istering the  project,  the  Secretary  of  Health,  Education,  and  Welfare 
is  directed  to  use  the  personnel  and  facilities  of  the  Rehabilitation  Serv- 
ices Administration.  The  objective  of  the  project  is  to  encourage  and 
assist  adult  individuals  with  a  potential  for  work  to  prepare  for  and 
obtain  employment.  Necessary  counseling,  rehabilitative,  and  other 
services  would  be  provided  together  with  appropriate  job  training. 

The  "workfare"  and  "family  assistance"  test  provisions  relating  to 
reports  to  Congress  and  requiring  consultation  between  the  Depart- 
ment and  the  committees  and  the  Department  and  the  General  Ac- 
counting Office  are  also  applicable  to  this  pilot  project. 
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IX.  VETERANS'  PENSION  INCREASES 


(Sec.  607  of  the  bill) 
Nature  of  Pension  Benefits 

Since  our  Nation's  independence  was  declared,  some  40  million  per- 
sons have  served  in  its  Armed  Forces.  After  each  major  conflict  in 
which  the  United  States  has  been  involved,  benefits  have  been  provided 
for  veterans  of  the  conflict.  A  major  distinction  is  made  between  serv- 
ice-connected benefits  for  veterans  avIio  are  disabled  as  a  result  of  their 
military  service  or  for  the  dependents  of  veterans  who  die  as  a  result 
of  service,  and  non-service-connected  benefits  which  have  been  enacted 
not  because  of  needs  arising  directly  from  military  service,  but  on  the 
ground  that  the  Government  owes  a  special  obligation  to  those  who 
were  in  military  service  during  time  of  war  but  who  are  now  in  need. 

Pensions  are  the  major  type  of  non-service-connected  benefit.  Non- 
service-connected  pension  benefits  date  back  to  the  Revolutionary  War, 
although  they  did  not  appear  until  1818,  35  years  after  the  Revolution 
ended.  Such  benefits  have  also  been  provided  for  veterans  of  every  one 
of  the  major  conflicts  in  which  the  United  States  has  engaged.  In  the 
19th  century,  pension  laws  were  enacted  many  years  after  the  conflict 
to  which  they  pertained.  Today,  the  same  permanent  pension  laws 
apply  to  the  veterans  of  World  War  I,  World  War  II,  the  Korean 
conflict,  and  the  Vietnam  era.  Under  the  current  law,  a  veteran  may 
be  eligible  for  pension  benefits  if : 

He  served  in  the  Armed  Forces  at  least  90  days,  including  at 
least  one  day  of  service  during  wartime  ; 

His  income  does  not  exceed  limits  specified  in  the  law  (currently 
$2,000  if  the  veteran  is  single,  $3,200  if  he  has  dependents)  ; 

He  is  permanently  and  totally  disabled  (for  purposes  of  the 
pension  law  all  veterans  65  or  older  are  defined  as  permanently 
and  totally  disabled)  ;  and 

His  net  worth  does  not  exceed  a  limitation  determined  by  the 
Veterans'  Administration. 
Widows  and  minor  children  of  wartime  veterans  are  also  eligible  for 
pension  benefits  if  they  are  needy. 

Before  1960,  pensions  for  veterans  of  World  War  I,  World  War  II, 
and  the  Korean  Conflict  were  provided  on  the  basis  of  a  flat  amount 
(generally  $78.75  per  month)  if  the  veteran's  income  did  not  exceed 
a  specified  figure — regardless  whether  his  annual  income  was  $100  or 
$1,000,  and  whether  he  was  single  or  married.  Legislation  was  enacted 
effective  July  1, 1960,  taking  a  first  step  in  relating  benefits  more  closely 
to  need.  Under  the  new  law,  married  veterans  were  eligible  for  higher 
benefits  than  single  veterans,  and  veterans  with  less  income  were  eli- 
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gible  for  higher  pensions  than  veterans  with  higher  incomes.  Veterans 
receiving  benefits  under  the  "old  law"  before  1960  were  permitted  to 
continue  to  do  so  if  they  wished  to,  but  as  pension  benefits  under  the 
"new  law"  have  been  improved,  many  "old  law"  veterans  have  chosen 
to  receive  benefits  under  the  current  law. 

Characteristics  of  Pensioners 

There  are  presently  about  1.9  million  pensioners;  five-sixths  of  them 
receive  benefits  under  the  current  law,  while  one-sixth  continue  to  re- 
ceive benefits  under  the  "old  law"  in  effect  before  1960. 

Pensioners  are  primarily  older  persons ;  7  out  of  10  veterans,  receiv- 
ing pensions  served  in  World  War  I,  and  three  out  of  four  widows  re- 
ceiving pensions  were  married  to  veterans  with  World  War  I  service. 
The  period  of  service  for  pensioners  under  the  current  law  is  shown  in 
table  1  below. 

Table  1. — Pensioners  under  current  law  by  -period  of  military  service 


Veterans  Widows 


World  War  I   490,  253  474,  860 

World  War  II                                               _  _  _  347,  566  217,  604 

Korean  conflict   24,  109  18,  271 

Vietnam  era   1,  320  1,  303 


Total   863,  248  712,  038 


A  significant  number  of  pensioners  under  the  curent  law  have  vir- 
tually no  other  source  of  income  other  than  their  pension.  The  income 
of  pensioners  (other  than  their  pensions)  is  shown  in  table  2 
following : 
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The  income  pensioners  have  in  addition  to  their  pensions  comes  from 
a  variety  of  sources,  but  three  out  of  four  pensioners  are  social  security 
beneficiaries. 

Table  3. — Veterans'  pensions  in  fiscal  year  1970 


Average  cases  Average  cost  Cost 


Pensions  (total)   2,  249,  901  $1,  007      $2,  264,  546,  000 


Veterans  (total)   1,  105,  103  1,  228       1,  357,  113,  000 


Indian  wars   2  2,  000  4,  000 

Spanish-American  War   4,  830  1,  564  7,  554,  000 

World  War  I   717,772  1,153  827,316,000 

World  War  II   356,  339  1,  358  483,  978,  000 

Korean  conflict   24,  952  1,  448  36,  143,  000 

Vietnam  era   1,  108  1,  895  2,  100,  000 

Peacetime  service   100  180  18,  000 


Survivors  (total)   1,  144,  798  793  907,  433,  000 


Indian  wars   186  828  154,  000 

Civil  War   912  1,  022  932,  000 

Spanish-American  War   43,  661  889  38,  821,  000 

World  War  I   590,  823  716  423,  188,  000 

World  War  II   448,  821  858  385,  277,  000 

Korean  conflict   57,  917  982  56,  876,  000 

Vietnam  era   2, 462  886  2,  182,  000 

Peacetime  service   16  188  3,  000 


Veterans'  Pensions  and  Social  Security 

As  mentioned  above,  under  current  law  pensions  for  veterans  are  re- 
lated to  need  as  measured  primarily  by  income.  Thus  as  social  security 
benefits  are  increased,  pension  payments  decrease.  Since  many  pension- 
ers are  also  social  security  beneficiaries,  pressure  builds  up  to  insulate 
the  pension  from  the  effect  of  the  social  security  increase. 

Several  approaches  have  been  tried  in  the  past  to  soften  the  impact 
of  social  security  increases  on  veterans'  pensions.  In  1964,  when  a  so- 
cial security  increase  was  pending  in  the  Congress,  a  veterans'  bill  was 
passed  allowing  10  percent  of  social  security  benefits  (and  other  types 
of  retirement  income)  to  be  disregarded  in  determining  the  amount  of 
the  pension  payment.  The  remedy  raised  additional  problems,  how- 
ever, for  the  10  percent  disregard  created  an  inequitable  distinction 
between  those  veterans  who  have  income  subject  to  the  10-percent 
exclusion  and  those  who  do  not.  A  situation  can  arise  in  which  two 
veterans  with  identical  income  (and  thus  identical  need)  receive  dif- 
ferent pension  amounts. 

In  landmark  legislation  enacted  in  1968,  the  pension  program  was 
thoroughly  revised  and  improved.  Pension  benefits  were  much  more 
closely  related  to  need  in  order  to  end  the  previous  situation  under 
which  a  veteran  could  lose  more  in  a  pension  reduction  than  he  gained 
from  a  social  security  increase.  In  addition,  the  1968  legislation  pro- 
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vided  for  a  disregard  of  the  1968  social  security  increase  during  1968 
and  1969.  Unfortunately,  this  temporary  disregard  approach  also 
proved  to  have  defects. 

Under  present  law,  an  increase  in  social  security  benefits  is  not  taken 
into  account  for  pension  purposes  until  the  calendar  year  after  it  goes 
into  effect.  Thus  the  social  security  benefit  increase  which  became  ef- 
fective in  1970  will  have  no  impact  on  veterans'  pensions  until  Jan- 
uary 1971. 

If  no  legislation  is  enacted  in  1970,  the  Veterans'  Administration  es- 
timates that  about  1,230,000  pensioners — 69  percent  of  those  on  the 
rolls  under  current  law — will  face  a  pension  loss  beginning  January 
1971.  Of  course,  a  veteran  receiving  a  pension  in  1971  would  find  that 
his  total  income  will  still  be  higher  than  it  was  before  the  social  secu- 
rity benefit  increase,  since  the  pension  reduction  is  considerably  less 
than  the  social  security  increase. 

Under  the  proposed  pension  schedule  in  the  committee  bill,  only 
160,000  pensioners — 9  percent  of  those  on  the  rolls  under  current  law — 
would  face  a  pension  loss.  This  9  percent  represents  the  pensioners 
who  have  received  a  relatively  substantial  increase  in  social  security 
benefits  this  year ;  their  reduction  under  the  committee  bill  would  of 
course  be  less  than  under  present  law. 

More  than  a  million  pensioners  would  face  pension  reductions  next 
J anuary  under  present  law  but  not  under  the  committee  bill. 

Under  the  committee  bill,  the  discriminatory  exclusion  of  10  per- 
cent of  social  security  and  certain  other  types  of  income  would  be 
eliminated,  but  the  increased  pension  schedule  in  the  committee  bill 
is  so  devised  that  no  veteran  or  widow  would  receive  a  lower  benefit 
as  a  result  of  the  elimination  of  the  10  percent  exclusion.  In  fact,  al- 
most all  pensioners  would  receive  some  increase. 

Income  Limitations 

Under  present  law  pension  benefits  are  related  to  income,  but  no 
veteran  or  widow  alone  is  eligible  for  a  pension  if  his  or  her  income 
exceeds  $2,000.  The  committee  bill  would  increase  the  income  limitation 
from  $2,000  to  $2,3,00. 

The  income  limitation  for  veterans  or  widows  with  dependents 
would  be  increased  from  $3,200  to  $3,600. 

Revised  Pension  Schedules 

Pension  benefits  under  present  law  and  under  the  committee  bill 
are  shown  in  the  following  tables : 
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Table  4. — Veteran  alone 


Annual  income 

Monthly  pension 

But  equal  to 

More  than— 

or  less  than— 

Present  law 

Committee  bill 

$300 

$110 

$120 

$300 

400 

108 

120 

400 

500 

106 

117 

500 

600 

1  OA 

114. 

600 

700 

100 

110 

700 

800 

96 

106 

800 

900 

92 

102 

900 

1,  000 

88 

98 

1  ooo 

1  100 

Q4. 

1,'  100 

1,'  200 

79 

90 

1,  200 

1,  300 

75 

86 

1,  300 

1,  400 

69 

81 

1,400 

1,  500 

63 

76 

1,  500 

1,  600 

57 

70 

1,  600 

1,  700 

51 

64 

1,  700 

1,  800 

45 

58 

1,  800 

1,  900 

37 

52 

1,900 

2,  000 

29 

46 

2,  000 

2,  100 

38 

2,  100 

2,  200 

34 

2,  200 

2,  300 

30 
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Table  6. — Widow  alone 


Annual  income  Monthly  pension 


But  equal  to 

More  than—  or  less  than—  Present  law  Committee  bill 


$300 

$74 

$80 

$300 

400 

73 

80 

400 

500 

72 

78 

500 

600 

70 

76 

600 

700 

67 

74 

700 

800 

64 

72 

800 

900 

61 

69 

900 

1,  000 

58 

66 

1,  000 

1,  100 

55 

63 

1,  100 

1,  200 

51 

60 

1,  200 

1,  300 

48 

57 

1,  300 

1,400 

45 

54 

1,  400 

1,  500 

41 

51 

1,  500 

1,  600 

37 

47 

1,  600 

1,  700 

33 

43 

1,  700 

1,  800 

29 

39 

1,  800 

1,  900 

23 

35 

1,  900 

2,  000 

17 

30 

2,  000 

2,  100 

24 

2,  100 

2,  200 

21 

2,  200 

2,  300 

18 
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Table  7. — Widow  ivith  one  child 


Annual  income  Monthly  pension 


But  equal  to 

More  than—  or  less  than—  Present  law  Committee  bill 

  $600  $90  $97 

$600  700  89  96 

700  800  88  95 

800  900  87  94 

900  1,000  86  93 

1,  000  1,  100  85  92 

1,  100  1,  200  83  91 

1,200  1,300  81  89 

1,300  1,400  79  87 

1, 400  1,  500  77  85 

1,500  1,600  75  83 

1,600  1,700  73  81 

1,700  1,800  71  79 

1,800  1,900  69  77 

1,  900  2,  000  67  75 

2,  000  2,  100  65  73 

2,  100  2,  200  63  71 
2,200  2,300  61  69 
2,300  2,400  59  67 
2,400  2,500  57  65 

2,500  2,600  55  63 

2,600  2,700  53  61 

2,700  2,800  51  59 

2,800  2,900  48  57 

2,900  3,000  45  55 

3, 000  3,  100  43  53 

3,  100  3,  200  41  51 

3,200  3,300    49 

3,300  3,400    47 

3,  400  3,  500    45 

3,  500  3,  600    42 
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Effect  of  Committee  Bill 

The  effect  of  the  committee  bill  is  illustrated  in  the  following 

examples. 

A  veteran  with  no  dependents  who  received  a  social  security  benefit 
of  $85.90  in  December  1969,  was  eligible  for  a  pension  of  $88,  for  a 
total  monthly  income  of  $173.90.  The  Congress  increased  his  social 
security  benefit  to  $98.80  in  1970.  Under  present  law,  his  monthly  pen- 
sion would  be  cut  $4  in  January  1971,  for  a  total  income  of  $i82.80. 
Under  the  committee  bill,  not  only  would  his  pension  not  be  cut — it 
would  actually  be  increased  $2.  Thus,  the  veteran  would  get  both  the 
full  benefit  of  his  social  security  increase  plus  an  additional  small  in- 
crease in  his  pension  for  a  total  income  of  $188.80. 

A  married  veteran  whose  social  security  benefit  in  December  1969, 
was  $112.70  was  eligible  for  a  $103  monthly  veterans'  pension,  for  a 
total  income  of  $215.70.  The  Congress  increased  his  social  security 
benefit  to  $129.60  in  1970.  Under  present  law,  his  pension  will  be  cut 
to  $101  next  January,  making  his  total  income  $230.60.  Under  the 
Committee  bill,  his  pension  will  be  increased  to  $110  instead  of  cut, 
and  he  will  have  the  full  benefit  of  the  social  security  increase  plus  a 
$7  pension  increase  for  a  total  income  of  $239.60. 

A  widow  with  one  child  whose  monthly  social  security  benefit  in 
December  1969,  was  $106  was  eligible  for  an  $83  widow's  pension  for 
a  total  income  of  $189.  The  Congress  increased  her  social  security 
benefit  to  $122  in  1970.  Under  present  law  her  pension  would  drop  to 
$79  in  January  1971,  bringing  her  total  income  to  $201.  Under  the 
committee  bill,  her  pension  will  not  be  cut,  but  instead  will  be  raised 
to  $85,  giving  her  the  full  benefit  of  her  social  security  benefit  increase 
and  raising  her  total  income  to  $207. 

Dependency  and  Indemnity  Compensation  for  Parents 

Present  law  provides  monthly  benefits  to  the  survivors  of  veterans 
whose  death  was  related  to  their  military  service.  Benefits  to  widows 
of  these  veterans  were  most  recently  increased  in  1969. 

The  parents  of  a  serviceman  or  veteran  whose  death  was  service- 
connected  may  also  receive  dependency  and  indemnity  compensation. 
Like  pension  benefits  for  veterans  and  widows,  dependency  and  in- 
demnity compensation  payments  to  parents  are  related  to  the  income 
of  the  parents.  The  Committee  bill  would  provide  increases  in  the 
parents'  dependency  and  indemnity  compensation  schedules  as  shown 
in  the  tables  below : 
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Table  8. — Dependency  and  indemnity  compensation  payments  to  parents  of 
deceased  veterans  or  servicemen  whose  deaths  arc  service  connected 

[1  parent] 


Annual  income 


Monthly  payment 


More  than- 


But  equal  to 
or  less  than— 


Present  law 


Committee  bill 


$800 
900 
1,000 
1,  100 


$800 
900 
1,  000 
1,  100 
1,200 


$87 
81 
75 
69 
62 


$94 
90 
86 
82 
76 


1,  200 
1,300 
1,  400 
1,  500 
1,  600 


1,  300 
1,400 
1,  500 
1,  600 
1,  700 


54 
46 
38 
31 

25 


69 
62 
55 
48 
41 


1,  700 
1,  800 

1,  900 

2,  000 
2,  100 
2,  200 


1,  800 

1,  900 

2,  000 
2,  100 
2,  200 
2,  300 


18 
12 
10 


34 
28 
22 
16 
14 
12 


Table  9. — Dependency  and  indemnity  compensation  payments  to  parents  of 
deceased  veterans  or  servicemen  ivhose  deaths  are  service  connected 

[2  parents  not  living  together] 


Annual  income  other  than  DIC 

Monthly  payment,  ea 

ch  parent 

But  equal  to  or 
More  than—                  less  than— 

Present  law 

Committee  bill 

$800 
900 
1,  000 
1,  100 

1,  200 
1,  300 
1,  400 
1,  500 
1,  600 

1,  700 
1,  800 

1,  900 

2,  000 
2,  100 
2,  200 


$800 
900 
1,  000 
1,  100 
1,  200 

1,  300 
1,  400 
1,  500 
1,  600 
1,  700 

1,  800 

1,  900 

2,  000 
2,  100 
2,  200 
2,  300 


$58 

$63 

54 

61 

50 

58 

46 

54 

41 

51 

35 

47 

29 

42 

23 

37 

20 

32 

16 

28 

12 

24 

11 

21 

10 

18 

15 

13 

12 
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Table  10. — Dependency  and  indemnity  compensation  payments  to  parents  of 
deceased  veterans  or  servicemen  whose  deaths  are  service  connected 

[2  parents  living  together] 


Combined  annual  income  other  than  DIC  Monthly  payment,  each  parent 

But  equal  to  or 


More  than— 

less  than— 

Present  law 

Committee  bill 

$1,  000 

$58 

$63 

$1,  000 

1,  100 

56 

62 

1,  100 

1,  200 

54 

60 

1,  200 

1,  300 

52 

58 

1,  300 

1,  400 

49 

56 

1,  400 

1,  500 

46 

54 

1,  500 

1,  600 

44 

52 

1,  600 

1,  700 

42 

50 

1,  700 

1,  800 

40 

48 

1,  800 

1,  900 

38 

46 

1,  900 

2,  000 

35 

44 

2,  000 

2,  100 

33 

42 

2,  100 

2,  200 

31 

40 

2,  200 

2,  300 

29 

38 

2,  300 

2,  400 

26 

36 

2,  400 

2,  500 

23 

34 

2,  500 

2,  600 

21 

32 

2,  600 

2,  700 

19 

30 

oUU 

1  7 

2,  800 

2,  900 

15 

26 

2,  900 

3,  000 

12 

24 

3,  000 

3,  100 

11 

22 

3,  100 

3,  200 

10 

20 

3,  200 

3,  300 

18 

3,  300 

3,  400 

16 

3,  400 
3,  500 

3,  500 
3,  600 

14 
12 

Cost 

The  Veterans'  Administration  estimates  that  the  committee  bill 
would  increase  pension  and  dependency  and  indemnity  compensation 
payments  by  $160  million  over  present  law  in  the  first  full  year  of 
effectiveness. 


X.  MISCELLANEOUS  AMENDMENTS 


Miscellaneous  Amendments 


CONTENTS 


Page 

A.  Tax  Amendments: 

Denial  of  tax  deduction  with  respect  to  certain  medical  referral 


payments  (sec.  602  of  the  bill)   393 

Required  information  relating  to  excess  medicare  tax  payments  by 

railroad  employees  (sec.  603  of  the  bill)   394 

Reporting  of  medical  payments  (sec.  604  of  the  bill)   395 

Retirement  income  credit  (sec.  611  of  the  bill)   399 

Tax  credit  for  portion  of  salary  paid  participants  in  work  incentive 

program  (sec.  612  of  the  bill)   400 

Refund  of  social  security  tax  to  members  of  certain  religious  faiths 

opposed  to  insurance  (sec.  128  of  the  bill)   402 

B.  Other  amendments: 

Appointment  and  confirmation  of  Administrator  of  Social  and 

Rehabilitation  Service  (sec.  605  of  the  bill)   402 

Advisory  Council  reporting  date  (sec.  606  of  the  bill)   403 

Pass-along  to  welfare  recipients  of  increases  under  1969  Social 

Security  Amendments  (sec.  608  of  the  bill)   403 

Grade  level  for  Commissioner  of  Social  Security  (sec.  613  of  the 

bill)   404 

Authorization  for  the  managing  trustee  of  the  social  security 
trust  funds  to  accept  money  gifts  made  unconditionally  to  the 

Social  Security  Administration  (sec.  609  of  the  bill)   404 

Loans  to  enable  certain  facilities  to  meet  requirements  of  life 
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X.  MISCELLANEOUS  AMENDMENTS 


A.  TAX  AMENDMENTS 

Denial  of  Tax  Deduction  With  Respect  to  Certain  Medical 
Referral  Payments 

(Sec.  602  of  the  bill  and  sec.  162(c)  (2)  and  (3)  of  the  Code) 

Present  law. — As  a  result  of  the  Tax  Reform  Act  of  1969,  present 
law  provides  that  no  tax  deduction  is  to  be  available  for  illegal  bribes 
or  kickbacks  paid  where,  as  a  result  of  the  payments,  there  is  success- 
ful criminal  prosecution.1  If  the  bribe  or  kickback  does  not  constitute 
a  criminal  act  (presumably  even  if  there  is  a  loss  of  license) ,  or  if  the 
taxpayer  is  not  successfully  prosecuted,  a  deduction  is  available. 

In  29  States,  medical  referral  payments  are  not  illegal  and,  therefore, 
are  clearly  deductible  under  present  law.  In  the  remaining  21  States, 
medical  referral  fees  by  physicians  are  classified  as  constituting  unpro- 
fessional conduct  and  are  grounds  for  revocation  of  licenses  to  practice 
medicine. 

The  pre-1969  law  did  not  generally  state  that  bribes  and  kickbacks 
were  not  deductible.  However,  the  courts,  in  effect,  denied  deductions 
for  payments  which  were  held  to  be  contrary  to  "public  policy."  In 
1952,  the  Internal  Revenue  Service  ruled  that  medical  referral  pay- 
ments were  generally  deductible  if  they  did  not  "frustrate  sharply 
defined  National  or  State  policies  evidenced  by  a  governmental 
declaration  proscribing  particular  types  of  conduct."  While  what 
constituted  "public  policy"  was  by  no  means  a  settled  matter,  it  is 
likely  that  if  a  State  were  to  revoke  a  license  to  practice  medicine 
because  of  the  payment  of  a  medical  referral  fee,  the  payment  would 
have  been  held  by  the  courts  to  be  contrary  to  public  policy.  As  a 
result,  if  the  Internal  Revenue  Service  had  denied  a  deduction  for  a 
medical  referral  payment  where  a  license  was  revoked,  it  is  quite 
likely  that  the  courts  would  have  upheld  the  Service.  On  the  other 
hand,  under  pre-1969  law,  the  Lilly  case  refused  to  deny  a  deduction 
for  referral  payments  in  the  case  of  opticians  where  the  payments, 
although  questionable  ethically,  were  not  illegal  or  grounds  for  revo- 
cation of  license. 

General  reasons  for  change. — The  committee,  when  it  adopted  the 
provision  relating  primarily  to  treble  damage  payments  in  the  con- 
sideration of  the  Tax  Reform  Act  of  1969,  did  not  intend  to  relax  the 
deductibility  rules  in  the  case  of  medical  referral  payments.  Such 
payments  are  considered  to  be  unethical  by  the  American  Medical 
Association,  and  their  deduction  for  tax  purposes  is  inimical  with 
public  policy. 


i  A  separate  rule  is  provided  illegal  payments  to  Government  officials.  Illegal  payments  to  them  are  not 
deductible  whether  or  not  there  is  a  successful  prosecution.  However,  in  these  cases  the  burden  of  proof  is  on 
the  Government  to  the  same  extent  as  in  a  fraud  case. 
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The  difficulty  in  dealing  with  this  problem  lies  in  the  fact  that 
these  payments  under  pre-1969  law,  although  they  may  not  have 
been  deductible  in  21  States,  probably  were  deductible  in  the  remain- 
ing 29  States  where  the  payments  were  not  grounds  for  revocation  of 
the  license  to  practice  medicine.  Since  professional  conduct  is  a  matter 
generally  regulated  by  State  law,  it  seems  inappropriate  for  Congress 
to  make  all  medical  referral  payments  as  a  general  rule  nondeductible. 

The  Federal  Government,  however,  is  directly  involved  in  the  field 
of  medical  payments  to  the  extent  of  payments  made  under  either 
the  medicare  or  medicaid  programs.  Medical  referral  payments, 
where  the  compensation  is  provided  by  the  Federal  Government 
through  the  medicaid  or  medicare  programs,  are  made  criminal  acts 
by  section  273  of  the  bill  and,  therefore,  on  this  ground  would,  even 
under  the  1969  Act,  not  be  deductible  for  tax  purposes  if  there  were 
successful  criminal  prosecution.  However,  the  committee  believes  that 
merely  making  medical  referral  payments  illegal  under  the  medicare 
and  medicaid  programs  does  not  fully  effectuate  the  desired  policy 
in  this  area,  since  the  requirement  of  a  criminal  conviction  contained 
in  present  law  has  the  effect  of  unduly  limiting  the  number  of  deduc- 
tions for  medical  referral  payments  which  are  disallowed. 

Explanation  of  provision. — The  bill  deletes  the  requirement  in 
present  law  (sec.  162(c)(2))  which  requires  a  conviction  in  the  case  of 
bribes  and  kickbacks  before  a  deduction  for  them  is  denied.  Instead 
the  bill  provides  for  the  denial  of  a  deduction  in  the  case  of  bribes 
and  kickbacks  which  are  illegal  either  under  Federal  or  State  law  if 
these  laws  subject  the  party  involved  to  liability  for  criminal  or  civil 
penalties  (including  the  loss  of  license).  In  the  case  of  a  payment  which 
is  illegal  under  State  law,  the  deduction  will  be  denied  on  the  basis 
of  such  illegality  only  if  the  law  is  generally  enforced.  The  bill  makes 
clear  that  referral  fees  are  to  be  treated  as  bribes  or  kickbacks  for 
purposes  of  the  disallowance  provision. 

Required   Information   Relating  to  Excess  Medicare  Tax 
Payments  by  Railroad  Employees 

(Sec.  603  of  the  bill  and  sec.  6051  of  the  Code) 

Present  law. — Under  present  law  as  provided  by  the  Social  Security 
Amendments  of  1967,  a  railroad  employee  or  railroad  representative 
whose  work  is  covered  by  railroad  retirement  and  who  is  also  employed 
in  other  work  covered  by  social  security  is  entitled  to  receive  a  credit 
or  refund  of  the  excess  medicare  tax  he  may  have  paid  because  of  this 
dual  employment  status.  To  inform  an  employee  of  Iris  compensation 
covered  by  railroad  retirement  and  the  hospital  tax  deducted  from  it. 
the  1967  Amendments  required  railroads  to  include  on  the  W-2  forms 
(which  must  be  furnished  to  employees  by  January  31  of  each  year), 
the  amount  of  wages  paid  subject  to  railroad  retirement,  the  amount  of 
railroad  retirement  tax  deducted  from  these  wages,  and  the  por- 
tion of  the  tax  attributable  to  hospital  insurance  (medicare).  With 
this  information  it  was  presumed  that  he  would  be  aware  of  his  refund 
rights  and  thereby  claim  them  as  a  credit  on  his  return. 

General  reasons  for  change. — Unfortunately,  the  present  information 
requirement  cannot  readily  be  complied  with  by  the  railroads  in  time 
to  meet  the  January  31  date.  The  railroads'  inability  to  furnish  this 
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information  by  January  31  results  from  the  fact  that  the  wage  concept 
under  railroad  retirement  is  different  from  the  wage  concept  for 
Federal  income  tax  purposes.  Adjustments  required  in  arriving  at 
railroad  retirement  compensation  (which  is  determined  on  a  monthly 
basis  for  any  year),  cannot  be  readily  made  in  the  31-day  period 
following  the  close  of  the  calendar  year.  Also,  the  railroads  cannot 
identify  the  relatively  few  employees  who  might  be  eligible  for  refunds 
and  thus  must  necessarily  supply  the  information  on  the  W-2  forms 
to  all  their  employees,  which  number  about  580,000. 

Explanation  of  provision. — In  view  of  the  problem  described  above, 
the  committee  decided  to  delete  the  provision  of  present  law  requiring 
railroads  to  supply  separate  hospital  tax  information  on  the  W-2 
forms  for  their  employees.  This  is  accomplished  by  deleting  the 
reference  to  section  3201  in  section  6051(a)  and  by  striking  out  para- 
graphs (7)  and  (8)  in  that  subsection.  In  addition,  the  reference  to 
section  3201  is  deleted  from  section  6051(c). 

In  place  of  supplying  the  separate  hospital  tax  information  generally 
on  all  W-2  forms,  the  bill  requires  that  railroad  employers  include 
on,  or  with,  these  forms  a  notification  that  any  person  who  has  a 
second  employment,  in  addition  to  his  railroad  employment,  may  be 
eligible  for  a  credit  or  refund  of  any  excess  medicare  tax  which  he 
might  have  paid  because  of  employment  under  both  social  security 
(including  employee  and  self -employment  coverage)  and  railroad 
retirement.  This  is  provided  by  adding  a  new  subsection  (e)(1)  to 
section  6051. 

In  addition,  railroad  employers,  in  the  case  of  individuals  having 
this  dual  railroad  retirement  and  Social  Security  coverage,  are,  upon 
the  request  of  the  employee,  to  furnish  him  a  written  statement  show- 
ing the  amount  of  railroad  tax  coverage,  the  total  amount  deducted 
as  tax,  and  the  portion  of  the  total  amount  which  is  for  the  financing 
of  the  cost  of  hospitalization  insurance  under  part  A  of  title  XVIII 
of  the  Social  Security  Act. 

This  limits  to  a  relatively  small  number  the  cases  where  the  addi- 
tional information  needs  to  be  supplied. 

The  amendments  made  by  this  provision  apply  to  remuneration 
paid  after  December  31,  1969. 

Reporting  of  Medical  Payments 

(Sec.  604  of  the  bill,  sec.  6050A  of  the  Code,  and  sec.  1122  of  title  XI 
of  the  Social  Security  Act) 

Present  law. — Under  present  law,  a  person  making  specified  kinds 
of  payments  in  the  course  of  a  trade  or  business  to  another  person, 
amounting  to  $600  or  more  in  a  calendar  year,  must  file  an  information 
return  showing  the  amounts  paid  and  the  name,  address  and  identify- 
ing number  of  the  recipient.  In  November,  1969,  the  Internal  Revenue 
Service  announced  a  ruling  applying  this  reporting  requirement  to 
payments  under  medical  insurance  plans  and  medical  assistance  pro- 
grams. Under  the  ruling,  insurance  companies  (including  those  par- 
ticipating in  medicare),  Blue  Cross-Blue  Shield  organizations,  State 
agencies  participating  in  medicaid,  and  unions  and  employers  with 
self-insured  or  self-administered  plans  must  make  information  returns 
with  respect  to  payments  to  doctors,  dentists,  and  other  providers  of 
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health  care  services.  Before  the  ruling,  payments  to  providers  of 
health  care  services  ordinarily  were  not  required  by  the  Internal  Reve- 
nue Service  to  be  reported  on  information  returns,  although  such 
reporting  was  authorized. 

General  reasons  for  change. — The  Treasury  Department  testified 
before  the  committee  and  recommended  that  its  authority  to  require 
rej^orting  of  medical  payments  be  expanded.  Although  organizations 
are  required  under  the  ruling  to  report  direct  payments  (often  de- 
scribed as  "assigned"  payments)  to  providers  of  health  care  services, 
there  is  no  authority  under  present  law  to  require  the  reporting  of  pay- 
ments made  to  the  patients  themselves  ("unassigned"  payments),  even 
though  in  normal  circumstances  they  are  paid  over  to  providers  of 
health  care  services,  or  represent  reimbursement  of  earlier  payments 
to  providers.  The  Treasury  recommended  that  it  be  given  the  auth- 
ority to  require  reporting  of  unassigned  payments.  In  this  connection 
it  should  be  noted  that  the  reporting  requirement  itself  can  be  ex- 
pected to  have  a  salutary  effect.  The  Treasury  testified  before  the 
committee  that  past  experience  has  demonstrated  that  information 
reporting  can  greatly  increase  the  level  of  voluntary  reporting  of  in- 
come. It  said  that  from  1960  to  1963  the  number  of  individual  income 
tax  returns  reporting  interest  income  increased  more  than  100  percent, 
and  reported  interest  increased  from  $5.1  to  $9.2  billion,  largely  as  a 
result  of  the  reduction  of  the  level  of  information  reporting  on  interest 
from  $600  to  $10  per  year.  On  the  other  hand,  representatives  of  the 
insurance  industry  testified  that  reporting  of  unassigned  payments 
would  be  very  costly  in  relationship  to  the  benefits  expected  to  be 
derived. 

In  view  of  the  above  considerations,  the  committee  decided  to 
provide  specifically  for  the  payments  made  to  providers  of  health  care 
services  in  the  case  of  "assigned"  (direct)  payments.  In  the  case  of 
"unassigned"  (indirect)  payments,  it  decided  that  it  was  appropriate 
to  require  reporting  in  those  cases  where  the  Federal  Government 
administers  the  program  or  funds  it  to  a  substantial  extent. 

The  Treasury  Department  also  recommended  in  its  testimony  that 
it  be  given  specific  authority  to  require  reporting  of  payments  to 
professional  service  corporations,  proprietory  hospitals  and  other 
providers  of  health  care  services  and  to  impose  a  requirement  on  these 
organizations  to  report  subsequent  payments  by  them  to  other  pro- 
viders of  health  care  services.  The  Treasury  also  asked  for  specific 
authority  to  require  that  payers  furnish  to  providers  the  information 
reported  to  the  Internal  Revenue  Service.  The  committee  concurred 
in  these  recommendations. 

Explanation  of  provisions. — With  respect  to  assigned  (direct)  pay- 
ments, the  bill  would  specifically  require  the  reporting  of  payments 
made  to  providers  of  health  care  services,  beginning  with  the  calendar 
year  1971.  This  provision  codifies  the  existing  ruling. 

With  respect  to  unassigned  (indirect)  payments,  reporting  is 
limited  to  payments  under  Government  health  care  programs,  such 
as  medicare,  medicaid,  and  the  Federal  employees  health  benefits 
program.  In  the  case  of  unassigned  payments,  the  paying  organization 
would  be  required  to  report  not  the  amount  actually  paid  to  the 
insured,  but  the  amount  shown  on  the  bills  submitted  by  the  insured 
in  support  of  his  claim.  Reporting  with  respect  to  unassigned  payments 
is  to  begin  with  calendar  year  1972. 
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The  committee  was  concerned  that  limiting  the  reporting  of  un- 
assigned  payments  to  payments  under  Government  programs  might 
lead  to  widespread  shifts  from  assigned  to  unassigned  payments,  to 
the  detriment  of  the  patient,  where  a  Government  program  is  not 
involved.  The  committee  resolved  its  concern  by  adding  a  provision 
to  the  bill  directing  the  Secretary  of  the  Treasury  and  the  Secretary 
of  Health,  Education,  and  Welfare  to  study  the  pattern  of  billings  to 
determine  the  extent  to  which  there  is  a  shift  from  assigned  to  un- 
assigned payments  and  to  report  their  findings  each  year  to  the 
committee  and  to  the  House  Committee  on  Ways  and  Means.  Should 
a  significant  shift  occur,  the  question  whether  reporting  should 
be  required  with  respect  to  all  unassigned  payments  will  be  recon- 
sidered. 

As  under  present  law,  the  reporting  requirement  is  to  apply  only 
if  the  aggregate  payments  to  a  provider  during  the  calendar  year 
exceed  $600.  However,  assigned  and  unassigned  payments  are  to  be 
aggregated  separately,  and  a  separate  $600  minimum  is  to  apply  to 
each  category.  It  is  anticipated  that  the  Treasury  Department  will 
provide  by  regulation  that  payers  may  report  all  amounts,  if  they 
wish  to  do  so,  without  regard  to  the  $600  limitation. 


exempt  hospitals  or  other  organizations  described  in  section  501(c)(3) 
and  exempt  from  taxation  under  section  501(a),  or  to  agencies  or 
instrumentalities  of  the  United  States  or  of  any  State  or  political 
subdivision. 

The  reporting  requirements  are  not  to  apply  to  a  payment  made  by 
an  individual  for  health  care  services  furnished  to  himself  or  any 
other  individual,  unless  the  payment  is  made  in  the  course  of  a  trade 
or  business.  Thus,  although  the  requirement  applies  to  an  insurance 
company  that  pays  an  insured  patient's  doctor  bill,  it  does  not  apply 
to  the  patient  himself  when  he  pays  a  doctor  bill,  because  he  is  not 
making  the  payment  in  the  course  of  a  trade  or  business. 

The  reporting  requirements  also  are  not  to  apply  to  the  payment  of 
wages  subject  to  withholding  by  an  employer,  if  they  are  reported  on  a 
Form  W-2  or  other  statement  under  section  6051. 

The  bill  authorizes  the  Secretary  of  the  Treasury  or  his  delegate  to 
establish  other  exceptions  by  regulation. 

For  purposes  of  the  reporting  requirements,  "health  care  services" 
are  defined  by  reference  to  the  services  to  which  the  medicare  and 
medicaid  provisions  apply,  and  include  such  other  similar  or  related 
services  as  the  Secretary  or  his  delegate  may  prescribe  by  regulations. 
The  definition  includes  medical  and  dental  services,  and  various 
related  items  of  personal  property,  including  drugs  and  biologicals. 

A  "provider  of  health  care  services,,  is  defined  as  a  person  who 
furnishes  health  care  services,  unless  his  services  are  principally  the 
selling  or  leasing  of  personal  property  (such  as  drugs  and  biologicals). 
For  example,  doctors,  dentists,  nurses,  medical  technicians,  hospitals, 
and  clinics  are  providers  of  services,  but  proprietory  pharmacies  and 
organizations  renting  health  care  equipment  usually  are  not. 

The  bill  also  provides  a  definition  of  Government  health  care  pro- 
grams, since  reporting  with  respect  to  unassigned  payments  is  required 
only  with  respect  to  payments  under  Government  programs.  "Gov- 
ernment health  care  program"  means  any  program  for  providing 
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health  care  services  which  is  administered  by  any  Department, 
agency  or  instrumentality  of  the  Government  of  the  United  States 
or  is  funded  to  a  substantial  extent  by  the  United  States.  The  term 
includes  the  medicare  and  medicaid  programs  and  programs  for 
maternal,  child  health,  and  crippled  children  services  (under  titles  V, 
XVIII,  and  XIX  of  the  Social  Security  Act),  the  Federal  Employees 
Health  Benefits  Program  (under  chapter  89  of  title  5,  United  States 
Code),  military  health  benefits  (under  chapter  55  of  title  10,  United 
States  Code),  and  veterans  benefits  (under  chapter  17  of  title  38, 
United  States  Code). 

The  reporting  requirements  apply  to  pajmnents  made  by  the  United 
States,  any  State  or  political  subdivision,  or  any  of  their  agencies 
or  instrumentalities.  The  returns  required  of  these  governmental  units 
are  to  be  made  by  the  officers  or  employees  having  information  as  to 
the  payments. 

The  bill  requires  every  person  who  makes  a  return  to  furnish  each 
person  whose  name  is  set  forth  in  the  return  a  written  statement 
showing  the  name  and  address  of  the  person  making  the  return  and  the 
total  amounts  reported  with  respect  to  assigned  and  unasssigned 
payments.  The  statement  is  to  be  furnished  on  or  before  January  31 
of  the  year  following  the  calendar  year  for  which  the  information  return 
was  made. 

The  bill  also  requires  a  provider  of  health  care  services  to  furnish, 
upon  request  of  the  payer,  his  address  (and,  if  different,  the  address 
used  for  purposes  of  filing  his  income  tax  return)  and  his  identifying 
number.  This  information  must  be  furnished  whether  or  not  assigned 
payments,  or  amounts  paid  or  payable  with  respect  to  unassigned 
payments,  total  $600  or  more  at  the  time  the  request  is  made. 

The  payer  is  required  to  retain  records  with  respect  to  the  informa- 
tion shown  on  the  return,  and  to  make  the  records  available  to  the 
Secretary  or  his  delegate. 

The  committee  also  agreed  that  it  was  appropriate  for  the  Internal 
Revenue  Service  to  supply  insurance  companies  making  assigned  or 
unassigned  payments  the  names,  addresses,  and  identifying  numbers 
of  doctors  and  others  covered  by  this  provision.  The  names,  addresses, 
and  identifying  numbers  provided  the  insurers  for  this  purpose, 
however,  are  not  to  be  used  by  them  for  any  other  purpose. 

The  bill  also  amends  title  XI  of  the  Social  Security  Act  to  require 
the  Secretary  of  Health,  Education,  and  Welfare  to  provide  for  similar 
reporting  with  respect  to  medicare  and  medicaid  payments.  Beginning 
with  calendar  year  1970,  the  Secretary  is  required  to  keep  records 
showing  the  identity  of  each  provider  of  medical  or  health  care  items 
or  services  who  receives  payments  under  medicare  and  medicaid 
programs,  and  under  programs  for  maternal,  child  health,  and  crippled 
children  services  (under  title  V  of  the  Social  Security  Act) ,  the  types 
of  items  or  services  rendered,  and  the  aggregate  amounts  paid  to  the 
providers  under  each  program.  In  order  to  carry  out  this  requirement, 
the  Secretary  is  given  the  authority  to  require  information  from  all 
persons,  agencies,  or  agents  administering  or  assisting  in  the  adminis- 
tration of  these  programs.  The  providers  are  required  to  be  identified 
by  their  identifying  numbers. 

The  bill  requires  the  Secretary  of  Health,  Education,  and  Welfare 
to  submit  to  the  Senate  Committee  on  Finance  and  the  House  Com- 
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mittee  on  Ways  and  Means  an  annual  report  identifying  each  person 
paid  a  total  of  $25,000  or  more  during  the  preceding  year  under 
medicare,  medicaid,  and  title  V  programs.  Reports  must  be  submitted 
for  the  calendar  year,  beginning  with  1970,  not  later  than  June  30  of 
the  following  calendar  year.  These  reports  will  facilitate  the  com- 
mittees' exercise  of  their  legislative  responsibilities  with  respe  t  to 
these  programs. 

Retirement  Income  Credit 
(Sec.  611  of  the  bill  and  sec,  37  of  the  Code) 

Present  law. — Present  law  provides  a  retirement  income  credit  to 
taxpayers  age  65  or  older  or  who  retired  under  a  public  retirement 
system.  The  credit  is  15  percent  of  eligible  retirement  income  up  to 
$1,524  for  single  persons  and  up  to  $2,286  for  married  taxpayers,  both 
of  whom  are  age  65  or  over  for  a  maximum  credit  of  $228.60  and 
$342.90,  respectively.  The  maximum  base  for  the  credit  is  reduced  by 
the  amount  of  social  security,  railroad  retirement,  and  other  tax 
exempt  benefits.  Because  social  security  and  railroad  retirement 
benefits  are  tax-exempt,  the  retirement  income  credit  Avas  designed  to 
provide  approximately  equal  tax  treatment  for  taxpayers  that  receive 
retirement  income  in  a  form  other  than  social  security  and  railroad 
retirement.  In  addition,  the  maximum  base  of  the  credit  for  persons 
between  age  62  and  72  is  reduced  by  earned  income  in  excess  of 
$1,200 — a  reduction  of  50  cents  for  each  dollar  of  earnings  between 
$1,200  and  $1,700,  and  on  the  basis  of  a  dollar  for  each  dollar  of 
earnings  above  $1,700.1 

General  reasons  for  change. — When  the  retirement  income  credit 
was  enacted  into  law  in  1954,  the  maximum  amount  of  retirement 
income  which  could  then  qualify  for  the  credit  ($1,200)  was  equal  to 
the  annual  maximum  amount  which  could  be  received  in  social  secur- 
ity benefits.  (Similarly,  the  amount  of  nonret'irement  income  which 
could  be  received  without  reduction  of  the  tax  credit  was  approxi- 
mately equal  to  the  amount  of  non-retirement  income  which  could 
be  received  by  recipients  of  social  security  without  a  reduction 
in  social  security  benefits).  Although  social  security  benefits  were 
subsequently  increased,  the  maximum  amount  of  retirement  income 
available  for  the  credit  was  not  changed  until  1962.  In  1962,  the  max- 
imum limit  of  the  credit  for  an  individual  was  increased  to  $1,524 
to  correspond  with  the  maximum  social  security  benefits  enacted  in 
1958.  In  1964,  a  corresponding  increase  in  the  maximum  limit  of  the 
credit  to  $2,286  was  provided  for  married  couples.  Since  then  the 
maximum  and  average  social  security  benefits  have  been  raised  sub- 
stantially, increasing  the  difference  between  social  security  benefits 
and  the  maximum  base  for  the  retirement  income  credit. 

The  committee  concluded  that  the  gap  between  the  level  of  social 
security  benefits  and  the  base  for  the  retirement  income  credit  has 
become  excessive.  As  a  result,  it  concluded  that  the  maximum  base  for 
the  credit  should  be  brought  more  nearly  in  line  with  current  levels 
of  social  security  benefits.  The  new  base  provided  for  the  retirement 


1  For  taxpayers  under  age  62  (who  have  retired  under  a  public  retirement  system), 
the  base  for  the  credit  is  reduced  dollar  for  dollar  by  earnings  in  excess  of  $900.  For 
taxpayers  age  72  or  over,  the  base  is  not  reduced  by  earnings. 
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credit  is  not  as  high  as  the  maximum  social  security  benefits  provided 
by  the  bill,  however,  in  recognition  of  the  fact  that  most  social  security 
beneficiaries — with  whom  the  analogy  is  usually  made — also  do  not 
receive  maximum  benefits.  The  new  base  for  the  retirement  credit,  how- 
ever, is  well  above  the  average  social  security  benefits  provided  by  the 
bill. 

In  addition,  the  committee  concluded  that  it  would  be  appropriate 
also  to  increase  the  earnings  levels  above  which  the  base  for  the  credit 
is  reduced.  Here,  too,  the  bill  aligns  these  levels  more  closely  with  the 
current  amounts  social  security  recipients  may  earn  without  a  reduc- 
tion (or  with  a  50-percent  reduction)  in  benefits. 

Explanation  of  provision. — The  bill  increases  the  maximum  base 
for  the  retirement  income  credit  from  $1,524  to  $1,872  for  a  single 
individual  (sec.  37(d)  of  the  Code),  and  from  $2,286  to  $2,808  for 
qualifying  married  couples  (sec.  37 (i)  of  the  Code).  This  increases 
the  maximum  credit  from  $228.60  to  $280.80  for  a  single  person  and 
from  $342.90  to  $421.20  for  qualifying  married  couples.  The  amount 
that  can  be  earned  without  reduction  in  the  base  for  the  credit  (sec. 
37(d)  (2)  (B)  of  the  Code)  is  raised  from  $1,200  to  $1,680.  Similarly, 
the  earnings  which  may  be  received  in  the  range  where  the  credit  base 
is  reduced  50  cents  for  each  dollar  of  earnings  is  increased  from  the 
previous  $1,200  to  $1,700  range  to  a  range  of  $1,680  to  $2,880.  This  also 
means  that  the  level  of  earnings  which  reduce  the  credit  base  dollar 
for  dollar  is  raised  from  $1,700  to  $2,880. 

The  effective  date  of  this  provision  is  taxable  years  beginning  after 
December  31, 1970. 

This  provision  is  estimated  to  provide  tax  reduction  of  $85  million 
annually. 

Tax  Credit  for  Portion  or  Salary  Paid  Participants  in  Work 

Incentive  Program 

(Sec.  612  of  the  bill  and  sees.  40,  50,  and  50A  of  the  Code) 

When  the  Work  Incentive  (WIN)  Program  was  enacted  in  1967, 
Congress  and  the  Labor  Department  were  optimistic  that  it  would  help 
relieve  the  incidence  of  dependence  on  welfare  by  training  welfare 
recipients  to  qualify  for  gainful  employment.  It  was  an  effort  to  aid 
recipients  in  getting  off  the  welfare  rolls  and  onto  payrolls. 

For  many  reasons,  however,  WIN  has  not  been  as  successful  as  was 
originally  envisioned.  Other  amendments  in  the  bill,  described  in 
part  VIII  of  this  report,  seek  to  modify  the  WIN  program  to  make 
it  a  more  effective  tool  in  leading  welfare  recipients  to  economic 
independence. 

It  is  clear  that  improvements  in  the  operation  of  the  Work  Incentive 
Program  will  be  insufficient  by  themselves  if  jobs  in  the  private  sector 
are  not  available  for  WIN  participants.  Therefore,  the  committee  bill 
would  add  a  special  tax  credit  provision  to  encourage  employers  in 
the  private  sector  to  set  up  on-the-job  training  programs  for  and  hire 
welfare  recipients  participating  in  the  Work  Incentive  Program. 

The  committee  believes  that  the  dual  approach  of  improving  the 
WIN  program  on  the  one  hand  and  seeking  greater  employer  partici- 
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pation  in  the  program  on  the  other — the  latter  by  allowing  this  tax 
credit — will  be  of  great  benefit  in  matching  up  jobs  and  welfare 
recipients.  It  is  convinced  that  whatever  revenue  loss  is  occasioned  by 
enactment  of  the  tax  credit  will  be  more  than  offset  by  reductions  in 
welfare  appropriations  as  recipients  move  from  welfare  to  workfare. 

The  amount  of  the  credit  which  would  be  allowed  against  an  em- 
ployer's income  tax  liability  would  be  equal  to  20  percent  of  the  wage 
or  salary  of  an  individual  in  on-the-job  training  or  placed  through 
the  WIN  program  during  the  first  12  months  of  his  employment.  As  a 
further  incentive  to  hire  individuals  covered  by  the  work  incentive 
program,  the  tax  credit  would  be  in  addition  to  the  present  deduction 
for  business  expenses  (which  includes  employee  training  costs). 

Explanation  of  Provision. — Under  this  provision,  a  taxpayer  is  to 
be  allowed  as  a  credit  against  his  income  tax  liability  for  the  taxable 
year  an  amount  equal  to  20  percent  of  "work  incentive  program  ex- 
penses'' which  he  has  paid  or  incurred  during  the  year.  However,  the 
credit  for  a  taxable  year  may  not  exceed  $25,000  plus  50  percent  of 
the  taxpayer's  income  tax  liability  in  excess  of  $25,000.  "Work  incen- 
tive program  expenses''  are  defined  as  the  wages  and  salaries  attrib- 
utable to  the  first  12  months  of  employment  of  employees  who  are 
placed  in  on-the-job  training  or  employment  under  a  work  incentive 
program  established  under  section  432(b)  (1)  of  the  Social  Security 
Act.  The  amendment  makes  clear  that  the  credit  is  not  to  be  available 
with  respect  to  wages  or  salaries  paid  to  domestic  employees.  On  the 
contrary,  it  is  provided  that  only  wages  and  salaries  paid  in  the  course 
of  a  trade  or  business  are  to  qualify. 

If  the  taxpayer  terminates  the  employment  of  an  employee  placed 
under  the  work  incentive  program  at  any  time  during  the  first  12 
months  of  employment  or  at  any  time  during  the  next  12  months  after 
the  first  12  months  of  employment  have  been  completed,  then  any  tax 
credit  allowed  under  this  provision  for  the  employee  is  to  be  recap- 
tured. The  tax  liability  of  the  taxpayer,  for  the  year  of  termination, 
is  increased  by  an  amount  equal  to  previous  tax  credits  allowed  for 
work  incentive  program  expenses  incurred  with  respect  to  the  em- 
ployee. The  recapture  provision  is  not  to  apply  if  the  employee  vol- 
untarily leaves  the  employment  of  the  taxpayer  or  if  the  employee 
becomes  disabled. 

This  provision  also  permits  any  unused  tax  credits  under  this  sec- 
tion to  be  carried  back  three  taxable  years  and  then  to  be  carried 
forward  seven  taxable  years.  The  unused  credit  carryback  may  be 
used  to  reduce  any  income  tax  liability  for  the  years  to  which  it  is 
carried.  However,  any  unused  credit  for  a  year  may  only  be  carried 
back  to  a  taxable  year  beginning  after  December  31,  1968. 

The  provision  contains  several  limitations.  A  credit  may  not  be  taken 
for  work  incentive  program  expenses  which  do  not  qualify  as  deduct- 
ible trade  or  business  expenses,  or  if  the  expenses  have  been  reimbursed 
to  the  taxpayer.  Further,  the  credit  would  not  be  allowed  for  any 
expenses  of  training  conducted  outside  the  United  States.  Also,  no 
work  incentive  program  expenses  on  behalf  of  an  employee  may  be 
used  in  computing  the  credit  if  the  expenses  are  incurred  after  the  end 
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of  the  24-month  period  beginning  with  the  date  of  initial  employment 
by  the  taxpayer.  In  addition,  no  work  incentive  program  expenses  may 
be  taken  into  account  with  respect  to  an  employee  who  is  closely  related 
to  the  taxpayer.  If  the  taxpayer  is  a  corporation,  estate  or  trust,  special 
rules  are  provided  to  achieve  a  similar  result. 

The  provision  is  to  be  effective  for  taxable  years  beginning  after 
December  31, 1970. 

Refund  or  Social  Security  Tax  to  Members  or  Certain  Religious 
Faiths  Opposed  to  Insurance 

(Sec.  128  of  the  bill  and  sec.  6413  of  the  Code) 

The  committee  bill  extends  an  exemption  (by  a  refund  or  credit 
against  income  taxes  at  yearend)  from  the  employee  portion  of  social 
security  taxes  to  members  of  certain  religious  sects  who  have  con- 
scientious objections  to  social  security  by  reason  of  their  adherence  to 
the  established  teachings  of  the  sect.  The  employee  is  required  to  file 
an  application  for  exemption  from  the  tax  and  would  have  to  waive 
his  eligibility  for  social  security  and  medicare  benefits.  The  provision 
specifically  states  that  there  would  be  no  forgiveness  of  the  employer 
portion  of  the  social  security  tax  as  the  committee  believes  that  this 
would  create  an  undesirable  preference  in  the  statute. 

This  exemption  (refund)  is  more  fully  described  in  part  III  of 
this  report. 

B.  OTHER  AMENDMENTS 

Appointment  and  Confirmation  of  Administrator  of  Social  and 
Rehabilitation  Service 

(Sec.  605  of  the  bill) 

The  Social  and  Rehabilitation  Service  was  established  in  1967  by  a 
reorganization  within  the  Department  of  Health,  Education,  and  Wel- 
fare. Its  responsibilities  are  broad,  encompassing  the  Federal  welfare 
programs,  medicaid,  and  programs  in  the  areas  of  vocational  rehabili- 
tation, aging,  and  juvenile  delinquency.  The  sums  involved  are  huge; 
these  programs  accounted  for  expenditures  totaling  $9  billion  in  fiscal 
year  1970.  The  bulk  of  the  funds  are  spent  on  the  public  assistance  and 
medicaid  programs. 

The  size  of  the  budget  is  not  the  only  indication  of  the  responsibili- 
ties of  the  Administrator  of  the  Social  and  Rehabilitation  Service  and 
the  commissioners  of  the  bureaus  under  him.  For  the  Administrator 
is  the  agency's  top  official  in  formulating  policy  for  such  important 
programs  as  medicaid  and  the  work  incentive  program  aimed  at  help- 
ing assistance  recipients  to  become  economically  independent. 

At  present,  three  agency  heads  in  the  Department  of  Health,  Educa- 
tion, and  Welfare  with  stature  equivalent  to  that  of  the  Administrator 
of  the  Social  and  Rehabilitation  Service — the  Commissioner  of  Social 
Security,  the  Commissioner  of  Education,  and  the  Surgeon  General  of 
the  Public  Health  Service — all  are  nominated  by  the  President  with 
the  Senate's  advice  and  consent.  In  fiscal  year  1970,  the  expenditures 
of  the  Social  and  Rehabilitation  Service  exceeded  those  of  the  Office 
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of  Education  and  Public  Health  Service  combined.  The  committee 
bill  would  end  the  present  anomaly  by  treating  all  four  agency  heads 
equally.  The  bill  would  upgrade  the  stature  of  the  Administrator  of  the 
Social  and  Rehabilitation  Service  by  having  the  President  select  him 
and  by  giving  him  the  support  of  the  Senate  that  his  colleagues  now 
enjoy. 

Advisory  Council  Reporting  Date 
(Sec.  606  of  the  bill) 

In  order  to  provide  the  current  Advisory  Council  on  social  security 
with  an  opportunity  to  modify  its  report  so  as  to  take  into  account 
social  security  legislation  enacted  toward  the  end  of  this  year,  the 
committee  bill  would  extend  the  life  of  the  Council  for  2  months  by 
requiring  that  its  report  be  submitted  not  later  than  March  1,  1971, 
rather  than  by  January  1, 1971. 

The  current  members  of  the  Council  and  its  Chairman  are  expected 
to  continue  to  serve  on  the  Council  until  the  Council  concludes  its 
deliberations  and  its  reports  are  transmitted  to  the  Congress.  It  is 
assumed  that  a  change,  occurring  in  the  last  weeks  or  months  of  the 
Council's  deliberations,  in  the  status  which  was  the  basis  or  a  basis  for 
a  member's  appointment  to  the  Council  will  not  preclude  such  member 
from  continuing  to  serve  until  the  Council  submits  its  report. 

Pass- Along  to  Welfare  Recipients  of  Increases  Under  1969 
Social  Security  Amendments 

(Sec.  608  of  the  bill) 

The  Social  Security  Amendments  of  1969  included  a  provision  to 
assure  that  recipients  of  aid  to  the  aged,  blind,  and  disabled  would 
be  allowed  to  keep  at  least  a  portion  of  the  social  security  benefit  in- 
creases which  that  act  provided  effective  in  1970.  This  provision 
prohibited  States  from  offsetting  the  full  amount  of  those  increases 
with  corresponding  reductions  in  welfare  grants.  Instead,  the  act 
required  that  each  recipient  be  assured  that  his  total  monthly  income 
would  be  raised  by  at  least  $4  or  (if  less)  by  the  amount  of  his  social 
security  benefit  increase.  Originallv,  this  pass-along  provision  was  to 
have  expired  at  the  end  of  June  1970.  Subsequent  legislation  extended 
the  provision  through  October  1970  and  also  made  it  applicable  to  wel- 
fare recipients  who  received  an  increase  this  year  in  railroad  retire- 
ment benefits.  The  committee  bill  provides  a  further  extension  of  the 
provision  through  the  end  of  1971. 

Though  the  social  security  benefit  increase  in  this  bill  is  effective 
as  of  January  1, 1971,  it  is  expected  that  due  to  processing  time,  checks 
reflecting  the  increase  will  not  be  issued  until  April  1971.  During  that 
month,  a  second  check  will  be  mailed  out  containing:  the  increases  not 
included  in  the  checks  for  the  first  months  of  1971.  The  committee  bill 
also  requires  States  to  disregard,  for  public  assistance  purposes,  the 
retroactive  benefit  increase  check  mailed  out  in  April. 
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Grade  Level  for  Commissioner  of  Social  Security 
(Sec.  613  of  the  bill) 

At  the  present  time  the  Commissioner  of  Social  Security  is  at  level 
V  of  the  Executive  Schedule  (salary  $36,000  per  year),  as  is  his  dep- 
uty. In  contrast,  other  similar  positions  in  the  Department  of  Health, 
Education,  and  Welfare  are  at  level  IV  of  the  Executive  Schedule 
(salary  $38,000  per  year)  while  their  deputies  are  at  level  V,  one 
grade  lower.  The  duties  of  the  Commissioner  of  Social  Security — 
both  in  terms  of  the  number  of  employees  and  responsibilities  for 
supervising  expenditures  of  public  funds — is  much  greater  than  any 
comparable  position  in  the  Department  of  Health,  Education,  and 
Welfare.  For  example,  the  Commissioner  of  Social  Security  is  respon- 
sible for  expenditures  of  about  $45.7  billion  a  year — about  TO  percent 
of  the  expenditures  in  the  entire  Department — 53,000  employees — 
about  one-half  of  all  the  employees  in  the  Department.  In  contrast, 
the  higher  graded  Administrator  of  the  Health  Services  and  Mental 
Health  Administration  is  responsible  for  expenditures  of  about  $1.5 
billion  and  25,400  employees ;  the  Director  of  the  National  Institutes  of 
Health  is  responsible  for  expenditures  of  about  $1.5  billion  and  for 
11,400  employees;  the  Administrator  of  the  Social  and  Rehabilitation 
Services  is  responsible  for  expenditures  of  about  $9.2  billion  and  for 
1,900  employees. 

In  recognition  of  the  high-level  responsibilities  of  the  Commissioner 
of  Social  Security  and  to  preserve  a  grade-level  separation  between 
him  and  his  deputy,  the  committee  bill  contains  a  provision  which 
would  place  the  position  of  Commissioner  of  Social  Security  at  level 
IV  of  the  Executive  Schedule  which  is  one  grade  higher  than  the  grade 
level  of  his  deputy. 

Authorization  for  the  Managing  Trustee  of  the  Security  Trust 
Funds  To  Accept  Money  Gifts  Made  Unconditionally  to  the 
Social  Security  Administration 

(Sec,  609  of  the  bill) 

There  is  no  authorization  in  the  law  for  the  managing  trustee  of 
the  social  security  trust  funds  (by  law,  the  Secretary  of  the  Treasury) 
to  accept  gifts  and  bequests  made  to  any  of  the  social  security  trust 
funds.  While  unrestricted  bequests  can  be  deposited  in  the  general 
funds  of  the  Federal  Government,  bequests  restricted  to  any  of  the 
social  security  trust  funds  cannot  be  accepted  without  enactment  of 
special  legislation. 

There  is  precedent  in  the  law  for  the  Government  to  accept  gifts  for 
special  purposes.  The  Secretary  of  Health,  Education,  and  Welfare 
can  accept  gifts  for  certain  divisions  of  the  public  health  service, 
such  as  the  National  Library  of  Medicine,  the  National  Cancer  Insti- 
tute, or  the  National  Heart  Institute,  St.  Elizabeths  Hospital,  and  the 
Cuban  refugee  program. 

There  have  been  some  cases  where  money  has  been  bequeathed  to 
the  social  security  trust  funds.  Because  such  a  bequest  cannot  be 
accepted,  confusion  and  delay  in  settling  the  estate  may  result.  The 
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Department  points  out  that  while  the  amount  of  money  lost  to  the 
trust  funds  is  insignificant,  it  seems  unjustifiable  that  an  act  pre- 
sumably motivated  by  appreciation  for,  and  confidence  in,  a  Govern- 
ment program  should  cause  complicated  and  perhaps  interminable 
legal  problems  for  the  survivors. 

The  committee  bill,  therefore,  adds  a  new  provision  to  the  House- 
passed  bill  to  authorize  the  managing  trustee  of  the  social  security 
trust  funds  to  accept  money  gifts  made  unconditionally  and  to  deposit 
them  in  the  social  security  trust  funds. 

Under  this  amendment,  gifts  would  be  credited  to  the  particular 
trust  fund  designated  by  the  donor  (the  old-age  and  survivors  in- 
surance trust  fund,  the  disability  insurance  trust  fund,  the  hospital 
insurance  trust  fund,  or  the  supplementary  medical  insurance  trust 
fund).  If  no  fund  is  designated,  the  gift  would  be  credited  to  the 
old-age  and  survivors  insurance  trust  fund. 

Loans  to  Supply  Funds  to  Assist  Hospitals  and  Extended  Cake 
Facilities  to  Meet  Requirements  of  Life  Safety  Code 

(iSec.  610  of  the  bill) 

A  relatively  small  number  of  hospitals  and  extended  care  facilities, 
constructed  of  combustible  materials,  are  required  to  be  equipped  with 
automatic  sprinklering  systems  in  order  to  participate  in  Medicare  and 
Medicaid.  Some  of  these  institutions  do  not  presently  have  such 
systems  and  have  been  permitted  to  participate  in  medicare  with  the 
understanding  that  they  would  install  them  as  soon  as  possible.  Some 
have  been  unable  to  do  so  because  of  the  lack  of  funds,  as  well  as  the 
unavailability  of  sources  to  which  they  might  look  for  loans  on  rea- 
sonable terms. 

In  order  to  help  those  institutions  presently  providing  necessary 
care  to  a  substantial  proportion  of  beneficiaries  in  the  area  who  need 
such  care,  and  continue  to  meet  the  needs  of  beneficiaries  who  would 
not  otherwise  have  access  to  needed  care  without  these  institutions,  the 
committee  bill  would  authorize  the  Secretary  of  Health,  Education, 
and  Welfare  to  approve  loans  for  the  purpose  of  installing  sprinkler- 
ing systems  which  meet  the  requirements  of  the  Life  Safety  Code  of  the 
National  Fire  Protection  Association.  Loans  would  be  authorized 
during  the  period  ending  December  31,  1975,  but  only  where  the  ap- 
propriate State  planning  agency  finds  that  the  proposed  loan  should 
be  made  to  permit  the  continued  participation  in  Medicare  of  an  in- 
stitution that  was  participating  in  the  program  on  January  1,  1971 
and  that  the  proposed  investment  would  not  be  inconsistent  or  inap- 
propriate in  terms  of  area  needs  for  the  facility  concerned.  Thus, 
loans  would  be  made  for  existing  structures  only. 

Loans  would  be  made  only  after  a  finding  by  the  Secretary  that  the 
institution  is  unable  to  raise  the  required  funds  internally,  and  is  un- 
able to  obtain  a  loan  at  a  reasonable  rate  of  interest  and  on  reason- 
able terms  from  other  sources.  The  amount  of  the  loan  may  not  ex- 
ceed an  amount  that  can  reasonably  be  expected  to  be  repaid  by  the 
institution. 
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The  interest  charged  on  such  loans  will  be  at  the  average  rate  of 
return  on  assets  of  the  hospital  insurance  trust  fund  at  the  time  the 
loan  is  made.  Loans  are  to  be  repaid  over  a  period  not  to  exceed  10 
years,  in  equal  periodic  payments  no  less  frequently  than  annually. 
The  loan  will  become  due  and  payable  in  full  at  any  time  that  the 
facility  no  longer  affords  services  to  a  reasonable  proportion  of  Medi- 
care beneficiaries  in  the  area  who  require  such  services  or  if  the  funds 
are  not  used  for  the  purpose  intended.  Funds  necessary  for  such  loans 
are  authorized  to  be  appropriated  from  the  general  revenues  of  the 
Federal  government. 

The  committee  expects  that  the  Secretary,  in  considering  whether 
to  terminate  an  institution's  participation  in  Medicare  by  reason  of 
its  failure  to  install  a  required  automatic  sprinklering  system  because 
of  the  lack  of  funds,  will  take  into  account  the  opportunity  here  pro- 
vided to  obtain  such  loans  on  favorable  terms,  as  well  as  the  likelihood 
that  the  institution  will  apply  for  such  a  loan  and  that  it  would  be 
approved  by  both  the  State  agency  and  the  Secretary. 


XL  CHANGES  IN  EXISTING  LAW 


In  the  opinion  of  the  committee,  it  is  necessary,  in  order  to  ex- 
pedite the  business  of  the  Senate,  to  dispense  with  the  requirements 
of  subsection  4  of  rule  XXIX  of  the  Standing  Rules  of  the  Senate 
(relating  to  the  showing  of  changes  in  existing  laws  made  by  the  bill, 
as  reported). 
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XII.  SEPARATE  VIEWS  OF  MR.  FULBRIGHT 


Notwithstanding  my  strong  support  for  title  I  of  H.E.  17550  con- 
taining increases  in  social  security  benefits,  I  voted  in  Finance  Com- 
mittee against  reporting  this  legislation  in  its  present  form.  As  now 
constituted,  the  bill  contains,  in  addition  to  social  security  provisions, 
numerous  medicare  and  medicaid  amendments,  some  family  assistance 
proposals,  a  catastrophic  health  insurance  plan,  and  a  major  inter- 
national trade  package.  Any  one  of  these  proposals  would  be  con- 
sidered a  major  piece  of  legislation.  Aside  from  the  merits  of  these 
provisions,  it  is  my  view  that  the  procedural  obstacles  likely  to  result 
from  attaching  several  quite  different  and  controversial  areas  of  legis- 
lation to  the  bill  will  jeopardize  the  bill's  passage. 

While  I  am  not  in  agreement  with  all  of  the  other  areas  of  H.R. 
17550  as  reported  it  is  the  trade  provisions  which  give  me  the  most 
particular  concern.  There  is  substantial  and  respected  evidence  that 
this  trade  bill  will  portend  grave  foreign  policy  and  economic  conse- 
quences generally,  not  to  mention  its  associated  inflationary  pressures. 

The  Finance  Committee  has  considered  an  inordinate  number  of 
issues  this  year  and,  in  my  opinion,  was  not  able  to  give  adequate  time 
to  trade  hearings.  Considering  the  scope  of  this  legislation,  relatively 
few  witnesses  appeared  before  the  committee.  One  witness  who  did 
testify,  however,  was  the  Secretary  of  State.  With  reference  to  the 
likelihood  of  this  bill  crippling  international  commerce,  Secretary 
Rogers'  forecast  is  bleak : 

It  may  be  said  that  these  fears  are  unjustified,  that  the  pro- 
posed legislation  merely  seeks  to  deal  with  certain  special 
and  urgent  problems  of  the  United  States,  and  that  other 
nations  too  have  restrictions  on  imports.  The  fact  is,  how- 
ever, that  the  legislation  before  you  could  lead  to  restrictions 
on  a  very  large  volume  of  U.S.  trade,  as  much  as  $3  billion  or 
more,  and  other  nations  are  acutely  aware  of  this. 

Statements  such  as  this  one  have  not  been  rebutted  to  my  satisfac- 
tion, and  these  unanswered  questions  about  the  impact  of  this  bill 
leave  serious  misgivings  in  my  mind  about  supporting  it.  For  ex- 
ample, my  State  depends  to  a  great  extent  on  agricultural  exports, 
as  evidenced  by  a  fiscal  year  1970  total  of  $296  million.  I  must  say 
that  I  have  not  been  convinced  that  this  bill  will  not  adversely  affect 
the  export  markets  of  such  products  as  soybeans,  cotton,  and  rice. 

I  am,  of  course,  sympathetic  to  the  problems  caused  by  foreign  im- 
ports which  exist  within  such  industries  as  textiles  and  footwear.  In- 
deed, their  plight  suggests  that  a  review  of  our  international  trade 
policies  should  be  forthcoming.  Such  a  review  should,  however,  be 
comprehensive  and  should  be  undertaken  with  deliberation  and  ac- 
companied by  adequate  hearings.  The  adjournment  rush  is  no  time  to 
attempt  to  focus  on  a  question  of  this  magnitude. 
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Accordingly,  I  voted  in  committee  to  separate  the  trade  amendments 
from  the  social  security  bill,  believing  such  action  would  enhance  the 
]atter  becoming  law.  I  regret  that  this  effort  was  unsuccessful. 

Our  senior  citizens  on  fixed  incomes  are  those  in  our  society  who 
suffer  most  seriously  from  inflation,  and  it  seems  indeed  ironic  that  a 
bill  designed  to  give  needed  social  security  increases  and  reform  should 
become  encumbered  with,  among  other  things,  far-reaching  trade  pro- 
posals, the  economic  consequences  of  which  could  conceivably  offset 
the  originally  intended  benefits  of  H.R.  17550. 

J.  W.  FULBRIGHT. 


XIII.  ADDITIONAL  VIEWS  OF  MR.  RIBICOFF 


Part  One — Welfare 

Comprehensive  welfare  reform  is  the  most  urgently  needed  domes- 
tic legislation  now  being  considered  in  Congress. 

The  necessary  improvements  have  not  been  provided  by  the  Senate 
Finance  Committee  amendments.  Therefore,  Senator  Bennett  and  I 
propose  a  program  of  substantive  reform  to  go  into  effect  following 
extensive  testing  to  assure  administrative  and  operational  efficiency. 

Our  proposal  is  based  on  the  major  provisions  of  the  Family  Assist- 
ance Plan  proposed  by  the  Administration.  While  our  amended 
Family  Assistance  Plan  does  not  provide  everything  ultimately 
required  to  perfect  this  nation's  welfare  program,  it  is  a  necessary 
and  significant  step  forward. 

The  United  States  must  commit  itself  to  end  poverty.  Family  As- 
sistance can  be  a  major  contribution  toward  fulfilling  that  com- 
mitment. 

I.  The  Principles  or  Reform 

Welfare  is  not  a  subject  of  interest  only  to  the  poor  and  the  wel- 
fare worker.  The  measure  of  a  whole  society  is  taken  from  the  ade- 
quacy, equity  and  efficiency  of  its  programs  for  the  needy.  Their  prog- 
ress is  our  progress. 

The  principles  of  adequate  welfare  are  simple  and  paramount : 

First,  assurance  to  all  members  of  society  of  an  income  adequate  to 
meet  their  basic  needs ; 

Second,  incentives  and  opportunity  for  the  employment  of  all 
citizens ; 

Third,  encouragement  and  support  of  the  basic  family  structure; 

Fourth,  a  uniform  system  of  national  standards  supported  and 
financed  by  the  federal  government ;  and 

Fifth,  simple  and  efficient  administration  dedicated  to  assisting 
rather  than  demeaning  the  poor. 

We  are  a  wealthy  people.  As  the  prerequisites  of  citizenship  have  in- 
creased, so  too  have  our  responsibilities  to  our  society  and  our  fellow 
man.  As  a  nation  we  can  no  longer  tolerate  a  system  of  public  assist- 
ance which  fails  to  meet  the  most  basic  principles  of  humanity. 

II.  The  Present  Welfare  System  and  the  Finance 
Committee  Amendments 

The  present  public  welfare  system  in  the  United  States  is  a  failure. 

Assistance  payments  are  insufficient  to  meet  minimal  needs.  Family 
and  work  incentives  are  lacking.  Eligibility  is  based  on  arbitrary 
categories  rather  than  need.  While  Congress  has  established  a  legal 
right  to  assistance,  it  has  provided  a  system  which  frustrates  the  ex- 
ercise of  these  rights  and  demeans  those  who  do  exercise  them. 
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The  welfare  amendments  of  the  Senate  Finance  Committee  have 
ignored  these  very  basic  failures  and  therefore  are  inadequate  to  the 
challenge  of  reform. 

I  share  the  view  of  the  Committee  that  far-reaching  and  innovative 
social  legislation  should  be  tested  thoroughly  before  implementation 
on  a  nationwide  basis. 

But,  testing  alone  in  a  time  of  urgent  need  is  not  enough. 

In  August  1969,  the  President  outlined  reform  legislation  which, 
while  not  perfect,  would  take  several  significant  and  constructive  steps 
toward  a  strong  welfare  system. 

The  House  of  Representatives  passed  legislation  embodying  the 
basic  principles  of  the  President's  proposal — the  Family  Assistance 
Plan. 

After  many  weeks  of  hearings,  however,  the  Senate  Finance  Com- 
mittee regrettably  refused  to  consider  this  plan  in  detail  and  sub- 
stituted an  amendment  calling  merely  for  two  years  of  tests. 

Clearly,  passage  of  a  two  year  test  program  requiring  more  legis- 
lation at  the  end  of  that  test  period  means  no  welfare  reform  until 
1974  or  beyond.  Reform  is  much  more  urgent  than  that. 

The  proposal  Senator  Bennett  and  I  intend  to  make  provides  for 
extensive  testing  in  the  period  between  enactment  and  the  effective 
date  of  welfare  reform.  The  most  innovative  proposal,  to  assist  the 
"working  poor",  would  be  tested  in  several  areas  for  more  than  a  year. 

Extensive  pre-testing  of  this  nature  would  provide  more  than  ade- 
quate time  to  iron  out  the  problems  in  organization  and  administration 
of  Family  Assistance.  Furthermore,  information  gained  from  careful 
evaluation  of  existing  "working  poor"  programs  in  six  states  would 
be  readily  available. 

III.  A  Plan  of  Welfare  Reform 

The  full  Senate  should  have  an  opportunity  this  year  to  debate  and 
pass  on  a  substantive  plan  of  welfare  reform.  We  intend  to  propose 
such  a  plan. 

It  contains  the  major  elements  of  the  Family  Assistance  Plan  first 
announced  by  the  President  in  1969 ;  refined  by  the  House  of  Repre- 
sentatives in  H.R.  16311,  passed  on  April  16, 1970 ;  and  revised  further 
oil  October  13, 1970  by  the  Administration. 

It  contains  substantial  changes  suggested  in  my  letter  to  Secretary 
Richardson  dated  December  2,  1970. 

The  plan  also  couples  a  program  of  pre-testing  with  authorization 
for  substantive  welfare  reform. 

A.  FAMILY  ASSISTANCE 

The  Family  Assistance  Plan  would  provide  a  basic  income  floor  for 
all  families  with  children.  Families  headed  by  a  fully  employed  male, 
the  "working  poor",  would  be  included  for  the  first  time  as  well  as  all 
families  now  eligible  for  AFDC.  The  concept  of  a  federally-supported 
income  floor  for  all  families  in  need  regardless  of  other  classifications 
is  a  forward  step  toward  a  strong  welfare  system. 

The  income  floor  would  be  computed  on  the  basis  of  $500  each  for 
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the  first  two  members  of  a  family,  and  $300  for  each  additional  mem- 
ber, or  $1,600  for  a  family  of  four  without  income.  The  minimum 
Family  Assistance  payment  would  be  entirely  financed  by  the  federal 
government. 

The  Family  Assistance  payment  level  would  provide  increased  in- 
centives to  earn  outside  income.  The  FAP  benefit  would  be  gradually 
reduced  as  the  family  income  increased.  In  computing  the  benefit,  the 
first  $720  of  income  ($60/month)  would  be  disregarded.  Each  dollar 
of  income  above  $720  annually,  would  reduce  the  FAP  payment  by 
50  cents. 

TABLE  1. — FAMILY  OF  FOUR  FAP  BENEFIT 


Income   $0  $500  $720        $1,000        $2,000  $3,000 

FAP  payment   1,600  1,600  1,600  1,460  960  460 

Total  income   1,600  2,100  2,320  2,460  2,960  3,460 


No  payments  would  be  made  above  an  income  level  of  $3,920  for  a 
family  of  four. 

B.  STATE  SUPPLEMENTARY  PAYMENTS 

Above  the  basic  Family  Assistance  allowance,  each  state  in  which 
the  AFDC  payment  level  in  November  1970  was  higher  than  the 
Family  Assistance  level  must  supplement  the  FAP  payment  up  to 
that  level  or  the  poverty  line  whichever  is  lower. 

The  federal  government  would  share  30%  of  the  cost  of  these  sup- 
plements, up  to  the  poverty  level. 

The  states  would  not  be  required  to  supplement  the  "working 
poor" — intact  families  with  an  employed  male — and  federal  sharing 
would  not  be  available  for  states  which  did  supplement  these  families 
voluntarily. 

Special  rules  would  apply  in  computing  the  amount  of  state  sup- 
plementary payments.  A  state  would  be  required  to  disregard  (1) 
$720  per  year  plus  (2)  one-third  of  the  remaining  income. 

Thus,  in  a  state  which  presently  pays  a  family  of  four  up  to  $3,000, 
a  family  with  $2,800  income  would  receive  a  state  supplement  of  $1,053 
in  addition  to  FAP  benefits  of  $560. 


Table  2 

Earned  income   $2,  800 

Disregard   .   —720 

Total   _   2,080 

Disregard  %  of  $2,080   _693 

Total   1  3§7 

FAP  payment  to  family  of  four  earning  $2,800   +560 

Chargeable  income   1  947 

State  supplement   {  053 

Total  FAP  and  State  supplement  and  earnings   4,  413 
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C.  WORK  REQUIREMENTS 

Eligibility  for  Family  Assistance  benefits  is  conditioned  on  registra- 
tion for  manpower  training  and  employment  programs.  These  require- 
ments are  applicable  to  all  members  of  an  eligible  family  except : 

(a)  Persons  unable  to  engage  in  work  by  reason  of  illness,  in- 
capacity or  advanced  age ; 

( b)  Mothers  of  children  under  six ; 

(c)  Mothers  or  other  female  caretakers  of  a  child  if  a  male 
member  of  the  family  is  working ; 

(d)  Children  under  16  or  a  student ; 

(e)  A  person  whose  presence  in  the  home  is  required  because 
of  the  illness  or  incapacity  of  another  member  of  the  household. 

Following  suggestions  by  Senator  Talmadge,  our  plan  establishes 
priorities  in  the  placement  of  welfare  recipients  into  work  or  training 
slots.  These  priorities  are : 

(1)  unemployed  fathers 

(2)  persons  over  16,  not  regularly  employed  and  not  students 

(3)  regularly  employed  persons 

(4)  all  others  required  to  register 

D.  PENALTIES  FOR  REFUSAL  TO  WORK  OR  ACCEPT  TRAINING  WITHOUT  GOOD 

CAUSE 

If  a  member  of  a  family  refuses,  without  good  cause,  to  accept  work 
or  training  under  the  provisions  of  this  program,  the  family  cash  pay- 
ment under  Family  Assistance  will  be  reduced  by  $500.  In  addition, 
state  supplementary  payments  will  be  reduced  accordingly. 

E.  PROPOSED  CHANGES  IN  THE  FAMILY  ASSISTANCE  PLAN 

On  December  2,  1970,  I  communicated  to  the  Secretary  of  Health, 
Education,  and  Welfare  a  list  of  ten  suggested  improvements  in  the 
proposed  Family  Assistance  Plan. 

These  changes  should  be  incorporated  into  any  welfare  reform  legis- 
lation considered  by  the  Senate,  and  most  have  been  included  in  the 
Ribicoff- Bennett  disposal. 

(1)  A  National  Goal: 

Today,  one  in  every  eight  Americans  is  poor.  In  the  wealthiest  na- 
tion in  history,  our  poor  outnumber  the  total  population  of  Canada. 
More  than  a  third  of  our  poor  are  children.  Many  of  the  rest  are  ill, 
disabled  or  elderly. 

These  people  are  tragic  evidence  of  our  neglect,  and  lack  of  com- 
mitment to  end  poverty. 

Our  growing  national  affluence  has  not  been  fully  shared.  In  a  fu- 
ture which  promises  greater  riches  for  many  but  continued  poverty 
for  some,  we  have,  in  the  words  of  the  President's  Commission  on 
Income  Maintenance  Programs,  "the  potential  for  social  division  un- 
paralleled in  our  country-'. 

Our  failure  has  been  a  failure  of  commitment  rather  than  resources. 
We  have  the  means  to  end  poverty.  Let  us  resolve  to  do  so. 
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As  a  beginning  step,  Congress  must  establish  a  national  goal  to 
end  poverty  in  this  decade. 

(2)  Unemployed  Parents  Program: 

As  passed  by  the  House  of  Eepresentatives,  H.R.  16311  provided 
for  mandatory  state  supplementation  (with  federal  sharing)  of  fam- 
ilies headed  by  an  unemployed  father.  (AFDC-UP)  Under  present 
law,  this  is  an  optional  program  existing  in  23  states. 

In  the  Administration  revisions  of  H.R.  16311,  this  mandatory 
AFDC-UP  has  been  deleted. 

I  strongly  support  inclusion  of  this  program — as  provided  by  the 
House  of  Representatives  and  the  original  Administration  proposal. 
Restoration  of  this  provision  would  benefit  some  90,000  families,  or 
more  than  300,000  poor  people. 

(3)  Restoration  of  the  Requirements  in  Sec.  452  of  H.R.  16311  for 
Using  "standard  of  need1'  for  Families  With  Income : 

In  August  1969,  the  President,  in  his  welfare  address  to  the  Nation, 
spoke  strongly  for  the  principle  that  no  recipient  would  be  worse  off 
under  his  proposal  than  under  existing  law.  Unfortunately,  a  subse- 
quent revision  of  H.R.  16311  would  adversely  affect  families  with 
outside  income  in  22  states  by  reducing  state  supplements.  Restora- 
tion of  the  "standard  of  need*'  provision  in  Sec.  452  will  remedy  this 
unwise  provision. 

(4)  Minimum  Wage  Levels  for  Welfare  Recipients  Taking 
Employment : 

A  universally  recognized  objective  of  welfare  reform,  clearly  stated 
in  the  President's  welfare  message,  is  the  great  need  to  move  the  poor 
from  relief  rolls  to  payrolls.  Legislation  toward  this  laudable  goal, 
however,  must  not  sacrifice  very  basic  objections  to  providing  a  ready- 
made  pool  of  forced  labor  for  employers  paying  substandard  wages. 

Substandard  wages  perpetuate  poverty.  At  $1.00  an  hour,  a  fully 
employed  husband  and  father  of  two  children  falls  almost  $2,000 
below  the  barest  minimum  income  required  for  his  family. 

Therefore,  I  propose  that  provisions  be  added  to  this  reform  legis- 
lation stipulating  that  welfare  recipients  required  to  accept  work  be 
paid  a  reasonable  wage,  preferably  the  basic  minimum  wage  of  $1.60 
an  hour.  The  Ribicoff-Bennett  proposal  takes  a  major  step  in  this  di- 
rection by  guaranteeing  wages  of  at  least  $1.20  an  hour. 

(5)  Adequate  Safeguards  for  State  and  Local  Employees  Taken 
Under  Federal  Programs: 

There  must  be  assurances  that  state  and  local  welfare  employees, 
who  would  be  encompassed  by  the  new  federal  program,  are  treated 
fairly  with  respect  to  their  seniority,  salary  and  pension  rights  earned 
under  their  previous  employers. 

(6)  Federal  Administration  of  Fully  Federally  Financed  Welfare 
Programs : 

Welfare  reform  must  reduce  the  major  inequities  and  complexities 
that  result  from  over  50  different  welfare  systems  with  their  varied 
forms,  requirements,  and  regulations.  In  many  states  today,  the  sys- 
tem is  operated  by  three  separate  levels  of  government :  federal,  state 
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and  local.  The  redtape,  inequities,  and  sheer  complexity  of  these  ar- 
rangements must  be  reduced. 

Therefore,  I  propose  that  reform  legislation  include  a  provision 
for  mandatory  federal  administration  of  all  welfare  programs  which 
are  100%  funded  by  federal  monies.  This  provision  will  be  a  major 
step  toward  our  goal  of  universally  applied  standards  for  all 
recipients. 

('/)  Public  Service  Employment : 

The  major  goal  of  any  public  assistance  program  should  be  the 
provision  of  adequate  employment  opportunities  permitting  recipi- 
ents to  supplement  and  eventually  replace  welfare  payments  by 
earned  wages. 

Regrettably,  the  original  Family  Assistance  Plan  presented  to 
Congress  contained  not  a  single  job  opportunity. 

Senator  Harris  and  I  have  suggested  an  amendment  establishing 
a  strong  program  of  public  service  employment.  Such  an  amendment 
would  complement  the  training  provisions  already  suggested  above 
by  assuring  a  greater  number  of  jobs  at  the  end  of  the  training  cycle. 

Therefore,  I  propose  a  public  service  employment  program  for 
recipients  of  FAP  benefits  or  state  supplementation. 

Under  the  amendment,  the  Secretary  of  Labor  would  enter  into 
grants  or  contracts  with  public  or  private  nonprofit  agencies  to  create 
jobs  in  a  wide  variety  of  enumerated  fields  of  benefit  to  the  public. 

Special  provisions  were  designed  to  assure  that  such  jobs  are  not 
dead-end  jobs  and  that  they  offer  opportunities  for  career  advance- 
ment. The  Secretary  of  Labor  is  required  to  review  each  employment 
record  at  least  once  every  six  months. 

The  jobs  provided  must  meet  standards  with  regard  to  health, 
safety,  and  working  conditions,  not  jeopardize  existing  employment, 
and  otherwise  conform  to  certain  protections.  Wages  paid  must  at 
least  equal  the  federal  minimum  wage  or,  if  higher,  any  applicable 
state  or  local  minimum  wage  or  the  prevailing  wage  for  such  jobs  in 
the  same  labor  market  area. 

In  order  to  encourage  movement  by  participating  individuals  into 
regular  jobs  and  to  ensure  that  these  jobs  involve  the  performance 
of  useful  work,  provision  is  made  for  declining  federal  matching 
over  time.  Ninety  percent  matching  is  provided  for  the  first  24  months 
during  which  such  employment  is  provided,  and  80  percent  there- 
after. 

The  Secretary  of  Labor  is  obligated  to  expend  at  least  $150  million 
annually  on  such  public  service  jobs.  The  funds  may  come  from  ap- 
propriations pursuant  to  part  C  of  title  IV  of  the  Social  Security 
Act  or  from  any  other  funds  available  to  the  Secretary  or  the  Depart- 
ment of  Labor  under  other  acts. 

(8)  Work  Requirements  for  Mothers  of  School- Age  Children: 
In  1967,  the  Senate  recognized  the  inherent  social  difficulties  of 
forcing  mothers  of  school-age  children  to  accept  employment.  At  that 
time,  the  Senate  passed  an  amendment  which  exempted  mothers  of 
school-age  children  from  required  employment  during  the  hours  chil- 
dren are  home  from  school. 
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The  most  cursory  examination  of  history  shows  that  the  victims  of 
legislation  forcing  mothers  to  work  are  the  children  of  those  mothers. 
Our  own  national  traditions  are  based  on  the  belief  that  the  best  inter- 
ests of  the  child  are  best  protected  by  its  mother.  The  decision  whether 
to  accept  employment  while  the  child  remains  at  home  should  be  left 
solely  with  the  mother. 

While  not  exempting  mothers  of  school-age  children  from  work, 
the  proposal  of  Senator  Bennett  and  myself  will  guarantee  that  moth- 
ers of  these  children  will  only  be  required  to  work  if  adequate  child 
care  facilities  are  available.  In  actual  fact,  the  work  priorities  practi- 
cally assure  that  mothers  of  schoolchildren  will  not  be  affected  by 
work  requirements. 

(9)  Additional  Safeguards  for  the  Legal  Rights  of  Welfare 
Recipients  : 

The  Administration's  Family  Assistance  legislation  provided  for  a 
marked  and  regressive  change  affecting  the  legal  rights  of  welfare 
recipients  by  requiring  that  stepfathers  assume  legal  responsibility 
for  their  stepchildren.  Most  states  do  not  impose  an  obligation  of 
support  on  a  stepfather.  Generally,  our  federal  system  has  left  matters 
of  domestic  relations  laws  to  the  wisdom  of  the  states.  Thus,  the 
effect  of  the  original  FAP  provision  was  to  impose  a  discriminatory 
obligation  on  the  stepfathers  of  poor  families.  Senator  Bennett  and  I 
have  proposed  that  this  unwise  provision  be  eliminated. 

(10)  Adjustment  of  the  Base  Payment  of  FAP  to  Reflect  Cost  of 
Living  Increases: 

Administration  estimates  have  shown  that  increasing  the  level  of 
payment  above  $1,600  for  a  family  of  four  would  cost  approximately 
$400  million  annually  in  federal  revenues  for  every  $100  increase  in 
benefits. 

While  it  is  certainly  preferable  that  the  base  benefits  of  FAP  be 
increased,  it  is  more  important  that  effective  reform  legislation  be 
enacted  this  year. 

However,  as  the  barest  minimum  objective,  it  is  imperative  that 
FAP  should  include  a  provision  to  reflect  additional  costs  of  living. 

IV.  Effects  of  Welfare  Reform 

a.  the  costs  of  welfare  reform 

The  plan  outlined  in  the  preceding  pages  has  been  estimated  to  in- 
crease federal  welfare  costs  by  approximately  $4.3  billion. 

These  costs  are  comparable  to  those  estimated  for  the  Administra- 
tion's original  proposal  and  for  the  bill,  H.R.  16311,  passed  by  the 
House  of  Representatives  earlier  this  year. 

It  is  estimated  that  the  proposal  would  make  24  million  Americans 
eligible  for  some  federal  welfare  assistance  compared  to  11.6  milion 
now  eligible  under  AFDC  and  the  adult  categories. 

The  following  charts  give  detailed  information  on  costs  and  case- 
loads. 
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Table  3. — Estimated  net  cost 


[In  billions] 

Payments  to  Families   $2. 1 

Fiscal  Relief  to  States  '   .  4 

Adult  Category   .  9 

Day  Care  and  Training   .  6 

Administration   .  4 

Increased  Costs  Due  to  Food  Stamp  Check  Off   — .  1 


Total   4.3 


Table  4 

COMPARISON  OF  PROJECTED  ELIGIBLES  UNDER  THE  FAMILY  ASSISTANCE  PLAN  AND  PROJECTED  RECIPIENTS 
UNDER  CURRENT  LAW,  1972-76  (ASSUMES  100  PERCENT  FAP  PARTICIPATION)  1 

[Millions  of  persons] 


1972         1973         1974        1975  1976 


Under  family  assistance  plan: 

Persons  in  families  eligible  for  FAP  only   ...   

11.7 

11.3 

10.2 

9.1 

8.0 

Persons  in  families  eligible  for  FAP  and  State  supplemental. 

9.0 

9.5 

10.7 

12.0 

13.4 

Adult  category  recipients   

3.3 

3.5 

3.6 

3.8 

3.9 

Total...    

24.0 

24.3 

24.5 

24.9 

25.3 

Under  current  law: 

AFDC  recipients     

9.6 

10.8 

12.1 

13.6 

15.3 

Adult  category  recipients   

3.2 

3.4 

3.5 

3.7 

3.8 

Total   12.8        14.2        15.6        17.3  19.1 


i  Comparison  not  directly  appropriate  since  FAP  projections  include  all  eligibles  (100  percent  participation)  while  AFDC 
projections  show  only  actual  recipients  (reduced  participation). 


Revised  Estimates 

The  above  figures  are  based  on  100  percent  participation  by  all 
eligible  recipients.  However,  it  is  not  realistic  to  assume  full  partici- 
pation in  a  new  welfare  program.  As  was  pointed  out  by  Mayor 
Lindsay  of  New  York  before  the  committee,  actual  participation 
rates  in  New  York  City  programs  for  the  "working  poor"  are  about 
33  percent  even  after  twenty  years  of  operation. 

Actual  participation  in  the  program  will  vary  in  accordance  with 
the  amount  of  benefits  available  to  a  family.  A  breakdown  of  Family 
Assistance  eligibles  by  amount  of  benefits  is  shown  below : 


Table  5 


Number  of  Number  of 

Amount  of  annual  persons   Amount  of  annual  persons 

family  benefit  (in  thousands)       family  benefit  (in  thousands) 


0  to  $100   965.  9 

$101  to  $200   1, 177.  6 

$201  to  $300   689.  9 

$301  to  $400   875.6 

$401  to  $500   981.  0 

$501  to  $600   676.2 

$601  to  $700   697.  6 


$701  to  $800   707.  1 

$801  to  $901   721.5 

$901  to  $1,000   1,077.0 

$1,001  to  $1,499   3,  310.  1 

$1,501  to  $1,999   3,228.4 

$2,001  plus   3,  350.  3 


Total    1 18,  458.  2 


1  Does  not  include  persons  in  families  eligible  only  for  State  supplemental  benefits. 
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A  plausible  relationship  between  benefits  and  participation  is  shown 
in  the  next  table : 

Table  6 


Participation  Participation 
Annual  benefit  rate  (percent)    Annual  benefit  rate  (percent) 


$0  to  $200   10    $601  to  $800   70 

$201  to  $400   30     $801  to  $1,000   90 

$401  to  $600   50     $1,000   plus   95 


Assuming  less  than  100  percent  participation,  the  net  additional 
federal  welfare  costs  would  be  $3.9  billion. 

Table  7 


[In  billions] 

Payments  to  Families   $1.  7 

Fiscal  Relief  to  States   .  4 

Adult  Category   .  9 

Day  Care  and  Training   .  6 

Administration    .  4 

Increased  Costs  Due  to  Food  Stamp  Check  Off   — .  1 


Total    3. 9 


Estimates  of  actual  recipients,  assuming  less  than  100  percent  par- 
ticipation are: 

Table  8 

COMPARISON  OF  PROJECTED  RECIPIENTS  UNDER  THE  FAMILY  ASSISTANCE  PLAN  AND  CURRENT  LAW, 
1972-76  (ASSUMES  REDUCED  FAP  PARTICIPATION) i 


[In  millions  of  persons] 


1972 

1973 

1974 

1975 

1976 

Under  family  assistance  plan: 

Persons  in  families  receiving  FAP  only...     ...  ... 

Persons  in  families  receiving  FAP  and  State  supplemental.. 
Adult  category  recipients  

8.0 
8.1 
3.3 

7.7 
8.4 
3.5 

6.8 
9.3 
3.6 

5.9 
10.2 
3.8 

5.0 
11.1 
3.9 

Total  

19.4 

19.6 

19.7 

19.9 

20.0 

Under  current  law: 

AFDC  recipients     

Adult  category  recipients  

9.6 

3.2 

10.8 
3.4 

12.1 

3.5 

13.6 
3.7 

15.3 
3.8 

Total    

12.8 

14.2 

15.6 

17.3 

19.1 

i  Assumes  projected  FAP  participation  rates  at  less  than  100  percent  and  some  impact  of  training  programs. 
B.  FISCAL  RELIEF  FOR  THE  STATES 

The  program  proposed  by  Senator  Bennett  and  I  would  provide 
substantial  and  vitally  needed  relief  to  states  now  burdened  by  rap- 
idly increasing  welfare  costs. 

This  relief  is  provided  through  two  different  approaches.  First,  the 
federal  minimum  payments  in  both  the  family  and  adult  categories 
combined  with  federal  sharing  in  supplementary  programs  will  pro- 
vide over  $400  million  of  immediate  relief  to  state  treasuries.  Second, 
a  "freeze"  provision  included  in  the  Ribicoff -Bennett  proposal  will 
guarantee  that  state  costs  required  under  this  program  cannot  exceed 
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90  percent  (plus  a  cost  of  living  factor)  of  welfare  costs  incurred  by 
the  state  in  calendar  year  1971. 

c.  SUMMARY 

The  Beginning  of  a  More  Equitable,  Efficient  System 

The  welfare  proposal  outlined  above  represents  a  significant  step 
toward  a  stronger,  fairer  and  more  efficient  public  assistance  system. 

The  principles  of  the  plan  are  directly  related  to  solving  the  prob- 
lems now  facing  welfare  in  the  United  States. 

First,  it  provides  more  uniform  national  standards,  including  a 
federally  supported  minimum  welfare  benefit  and  national  eligibility 
rules ; 

Second,  it  provides  more  efficient  organization  through  simplified 
application  and  payment  procedures  and  strengthened  federal 
administration ; 

Third,  it  provides  increased  work  incentives  by  including  the  "work- 
ing poor"  and  expanding  training  and  employment  opportunities ;  and 

Fourth,  it  provides  increased  assistance  to  presently  eligible  recipi- 
ents now  mired  in  poverty. 

Let  us  be  clear  about  the  overall  effects  of  this  program.  It  will  not 
reduce  the  number  of  eligible  recipients.  Xor  will  it  reduce  welfare 
expenditures.  The  needs  of  our  poor,  our  sick,  our  elderly,  and  our 
children  will  not  permit  such  reductions.  Today,  almost  three  out  of 
every  four  poor  children  receive  no  benefit  from  federal  welfare 
programs.  Close  to  fifteen  million  poor  Americans  do  not  receive  any 
assistance. 

We  must  learn  that  we  cannot  save  money  by  wasting  lives. 

The  plan  which  Senator  Bennett  and  I  will  introduce  is  far  from 
perfect.  It  fails  to  include  many  of  the  steps  I  believe  will  be  ultimately 
necessary  for  a  strong  welfare  program. 

Among  other  things,  it  does  not  cover  single  persons,  or  childless 
couples  under  65.  Eligibility  for  these  people  is  a  prerequisite  for  a 
truly  universal  assistance  program.  The  basic  federal  payment  of 
$1,600  for  a  family  of  four  is  barely  adequate.  Federal  sharing  should 
be  expanded  to  include  state  supplements  to  the  "working  poor". 

However,  it  is  fair  to  say  that  if  the  plan  is  not  perfect,  it  is  necessary. 

Authorization  of  a  program  similar  to  that  outlined  above  is  a 
necessary  first  step  in  reforming  American  welfare. 

V.  Other  Committee  Amendments  to  Present  Welfare  Laws 

In  addition  to  the  test  program  of  Family  Assistance,  the  com- 
mittee has  also  recommended  some  amendments  to  present  welfare 
laws.  Several  of  these  amendments  are  retrogressive  and  self-defeat- 
ing; four  of  these  are  particularly  important. 

Use  of  Federal  Funds  to  Support  the  Legal  Process 

One  committee  amendment  prohibits  the  use  of  federal  funds  to 
pay  directly  or  indirectly  the  salary  of  any  individual  who  partici- 
pates in  legal  actions  designed  to  interpret  or  test  federal  legislation. 

In  a  time  when  much  emphasis  is  given  to  the  desirability  of  settling 
our  differences  within  established  legal  institutions,  this  provision 
seems  particularly  regressive  and  divisive. 
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No  federal  legislation  should  be  immune  from  established  and 
recognized  judicial  scrutiny.  In  our  adversary  system  of  justice,  this 
scrutiny  is  best  developed  by  legal  actions  originated  by  the  parties 
in  interest.  Powerful  corporations  are  fully  entitled,  in  our  system,  to 
test  laws  in  courts  and  deduct  the  costs  of  legal  representation.  In 
many  cases,  the  only  advocates  for  the  poor  are  Community  Legal 
Services  personnel  who,  by  a  conscious  policy  decision  of  Congress, 
are  often  supported  by  federal  funds.  To  deny  these  funds  is  to  deny 
the  right  of  effective  advocacy  to  a  large  segment  of  our  society. 

American  justice  is  based  on  the  theory  that  all  citizens  are  equal 
before  the  law.  By  denying  effective  representation  in  cases  involving 
laws  most  directly  affecting  the  immediate  lifestyle  of  the  poor,  equal- 
ity of  rich  and  poor  before  the  law  becomes  a  myth. 

Man  In  The  House 

The  committee  has  resurrected  a  provision  permitting  states  to  deny 
AFDC  benefits  to  children  in  families  where  a  man  may  be  occasion- 
ally present,  even  though  he  has  no  legal  duty  to  support  the  child. 

In  1968,  the  Supreme  Court  struck  down  a  similar  "man  in  the 
house"  provision  on  the  ground  that  an  unrelated  adult  in  the  home 
has  no  legal  obligation  to  support  the  child,  and  therefore,  the  child 
may  be  eligible  for  AFDC. 

The  committee's  amendment  set  forth  a  long  list  of  criteria  by 
which  a  parental-type  relationship  could  be  established  and  the  man 
be  held  responsible  financially  for  the  child. 

In  addition  to  the  unrealistic  burdens  this  would  place  on  welfare 
administration,  the  provision  would  penalize  the  children  for  the  con- 
duct of  the  mother. 

An  unrelated  man  who  visits  a  child's  mother,  no  matter  how  reg- 
ularly, cannot  be  relied  upon  to  provide  a  meaningful  parent-child 
relationship.  If  he  does  make  financial  contributions,  these  are  counted 
in  determining  the  family's  benefits  now. 

Residence  Requirements 

Another  committee  amendment  raises  an  additional  issue  recently 
ruled  on  by  the  Supreme  Court. 

In  1969,  the  Court  declared  durational  residence  requirements  un- 
constitutional because  they  interfere  with  the  right  to  travel. 

The  committee  has  sought  to  re-establish  residence  requirements, 
requiring  that  a  recipient  only  receive  payments  equal  to  the  lower 
benefit  level  from  which  he  moved. 

Whether  this  provision  would  correct  the  constitutional  defect  can- 
not be  predicted,  but  it  certainly  would  create  inequities  between  resi- 
dents of  the  same  state.  It  would  penalize  new  arrivals  who  were  not 
previously  on  welfare  but  come  to  require  it  in  the  state  to  which 
they  move,  and  Avould  restrict  the  mobility  of  the  poor  who  wish  to 
seek  better  economic  opportunity  in  a  different  state. 

Definition  of  an  Unemployed  Parent 

Present  law  authorizes  a  program,  at  state  option,  to  support  fam- 
ilies in  which  the  father  is  unemployed.  This  program  is  now  opera- 
tional in  22  states.  In  its  regulations  the  Department  of  Health,  Edu- 
cation, and  Welfare  has  defined  "unemployed"  to  mean  less  than  30 
and  in  some  cases  35  hours  of  work  per  week. 
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The  committee  amendment  defining  unemployment  to  mean  less 
than  10  hours  a  week  or  80  hours  a  month,  is  far  too  restrictive,  and, 
in  effect,  defeats  the  purpose  of  the  unemployed  father  program 
(AFDC-UP).  It  is  hard  to  conceive  that  a  man  working  12  hours 
a  week  is  fully  employed.  More  to  the  point,  it  is  unrealistic  to  expect 
that  the  wages  of  a  f  eAv  hours  of  work  a  week  can  adequately  support 
a  family.  A  more  reasonable  definition  of  employment  will  provide 
greater  incentives  for  the  partially  employed  to  continue  and  improve 
their  work  skills. 

VI.  Aid  to  the  Blind,  Aged  and  Disabled 

The  Finance  Committee  has  adopted  minimum  support  levels  for 
the  3  million  recipients  under  the  aged,  blind  and  disabled  program 
which  are  too  low  to  support  an  adequate  standard  of  living  for  an 
adult  couple.  The  committee  has  adopted  minimum  payments  of 
$130  per  individual  and  $200  per  couple  per  month.  In  addition,  the 
committee  has  eliminated  food  stamps  for  these  recipients.  In  com- 
parison, the  House  bill  passed  payment  levels  of  $110  for  an  indi- 
vidual and  $220  for  a  couple,  plus  food  stamps. 

I  propose  setting  minimum  payments  for  needy  adults  at  least  at 
the  level  of  $130  for  an  individual  and  $230  for  a  needy  couple  under 
the  adult  programs.  . 

VII.  Conclusion 

Welfare  reform  is  so  urgent  that  the  91st  Congress  should  not 
adjourn  until  the  United  States  Senate  has  debated  and  voted  on 
the  merits  of  the  issue. 

Part  Two— Trade 

The  trade  features  of  this  bill  do  not  belong  in  the  social  security 
measure.  They  are  so  important  they  should  be  debated  and  voted  upon 
separately  and  on  their  merits. 

The  portions  of  this  bill  containing  the  committee's  foreign  trade 
proposals  bear  vitally  on  the  future  direction  of  our  own  country's 
trade  policies  and  those  of  our  major  trading  partners.  The  proposed 
changes  are  of  much  greater  potential  importance  to  world  stability 
than  the  particular  situations  they  seek  to  remedy. 

Fears  have  been  raised  abroad  that  because  of  its  current  economic 
difficulties,  the  United  States  will  be  tempted  to  pursue  short-sighted 
protectionist  policies  with  damaging  and  far  reaching  consequences. 
Some  commentators  have  gone  so  far  as  to  state  that  this  legislation 
would  spark  a  chain  of  reprisals  and  signal  a  return  to  mercantilism. 
There  is  an  unfortunate  tendency  to  paint  the  United  States  as  the  only 
villain  here.  But  all  industrialized  nations  do  not  have  clean  hands  as 
far  as  their  trade  practices  go. 

By  now  it  should  be  clear  that  trade  problems  will  increasingly  go  to 
the  root  of  our  foreign  relations  with  our  European  allies  and  J apan. 
With  the  United  Kingdom  negotiating  its  membership  in  the  Common 
Market,  we  must  begin  planning  now  how  we  will  get  along  with  a 
trading  bloc  which  will  account  for  40%  of  total  world  imports.  Our 
trade  policies  will  undoubtedly  have  a  great  influence  on  the  political 
direction  of  Europe  and  Japan  in  the  last  quarter  of  the  20th  Century. 
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Until  now,  our  NATO  and  Asian  policies  and  our  conceptions  of 
the  future  of  Europe  and  Asia  have  been  formed  largely  by  geopolitical 
considerations.  But  with  the  growing  prospects  for  poltical  detente  in 
Europe  and  the  shifting  of  power  in  Asia,  it  will  be  the  geoeconomic 
problems  that  will  come  to  the  fore.  It  is  essential  that  we  do  not  get  on 
the  wrong  track  at  the  outset.  In  an  area  where  complexity  is  the  rule, 
we  have  become  bogged  down  in  detail  while  paying  insufficient  atten- 
tion to  the  larger  issues  involved. 

Since  the  completion  in  1967  of  the  Kennedy  Kound,  world  trade 
policy  has  been  allowed  to  drift.  While  tariffs  on  certain  items  in  world 
commerce  still  remain  obstacles,  it  is  the  nontariff  barriers  to  trade 
which  are  becoming  major  irritants  in  international  commerce.  The 
increasing  use  of  new  varieties  of  protectionism  by  ourselves  and  by 
other  countries  raises  the  real  possibility  that  the  great  international 
conflicts  of  the  70's  might  well  be  trade  wars. 

In  seeking  to  prevent  damaging  and  senseless  trade  disputes,  we 
seem  to  fashion  our  responses  on  a  piecemeal  basis.  The  brief  hearings 
in  the  Senate  on  the  legislation  before  us  reflects  this  lack  of  depth.  In 
addition,  the  Department  and  agencies  in  our  government  making  and 
implementing  our  trade  policies  appear  to  operate  without  overall 
policy  guidance  and  suffer  from  a  lack  of  continuing  high  level  atten- 
tion. As  economic  issues  are  resolved  on  their  own  merits  in  isolation 
from  our  overall  foreign  policy  objectives,  they  will  continue  to  be  sub- 
jected to  special  domestic  pressures  which  too  often  prove  irresistible 
because  of  their  persistence,  rather  than  their  logic. 

Our  present  decisionmaking  processes  in  this  area  should  be  re- 
placed by  a  more  integrated  framework,  where  policy  can  be  more 
consciously  arrived  at.  It  follows  that  the  Executive  Branch  of  our 
government  must  be  significantly  strengthened  to  perform  this  task. 

Given  the  enormity  of  the  stakes  here,  we  can  no  longer  afford  the 
luxury  of  thinking  small  when  it  comes  to  our  foreign  trade  relations. 
If  we  and  our  trading  partners  devote  our  energies  to  planning  re- 
prisals rather  than  proposing  initiatives,  and  to  imposing  new  restric- 
tions rather  than  seeking  greater  cooperation,  it  is  clear  that  we  will 
be  working  to  the  detriment  of  all.  The  chaos  which  must  inevitably 
ensue  from  a  failure  to  devise  a  Avorkable  set  of  international  rules 
will  poison  foreign  relations  between  nations  and  do  harm  to  domestic 
economies. 

The  burden  of  creating  a  workable  system  of  international  trade, 
however,  cannot  be  borne  by  America  alone.  Movement  toward  freer 
trade  should  not  be  a  one-way  street.  The  growing  economic  strength 
of  the  European  Economic  Community  and  Japan  calls  for  corre- 
sponding give  on  their  side  and  greater  sensitivity  on  their  part  to 
our  own  problems.  For  example,  the  difficulties  we  face  in  negotiating 
a  textile  agreement  with  Japan  is  to  some  extent  due  to  the  barriers 
erected  by  the  EEC  countries  against  Japan's  apparel  exports.  Also, 
the  Common  Agricultural  Policy  of  the  EEC  affects  American  agri- 
cultural exports  to  Common  Market  countries,  while  the  subsidiza- 
tion of  EEC  agricultural  products  inhibits  American  exports  to  other 
markets. 

A  willingness  on  the  part  of  the  EEC  and  Japan  to  join  us  in  estab- 
lishing guidelines  and  workable  rules  for  international  trade  is  essen- 
tial. If  nations  are  to  stop  trying  to  pass  on  the  costs  of  their  own 
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domestic  problems  to  each  other,  they  must  first  realize  the  mutuality 
of  interest  involved,  and  do  more  to  harmonize  and  rationalize  their 
trade  relations. 

For  the  United  States  this  might  mean  seeking  more  flexibility  in 
providing  timely  adjustment  assistance  for  our  own  workers  and  in- 
dustries. For  European  countries  and  Japan  this  could  involve  stricter 
adherence  to  agreed-upon  groundrules. 

Given  the  magnitude  and  potential  significance  of  economic  prob- 
lems to  world  stability  and  progress  in  the  years  ahead  we  certainly 
need  more  complete  and  frank  discussions  of  the  basic  issues  involved. 
In  the  Senate  we  must  have  full  and  comprehensive  hearings  where, 
we  can  hear  from  our  best  informed  people  and  have  all  points  of  view 
presented.  Only  then  can  we  begin  to  take  responsible  legislative 
action  to  resolve  the  paradoxes  and  baffling  contradictions  in  our  cur- 
rent trade  policies. 

I  hope  that  in  the  next  Congress  we  will  have  more  opportunity  to 
pay  greater  attention  to  these  problems  and  gain  new  perspectives. 

Abe  Kibicoff. 


XIV.  SEPARATE  VIEWS  OF  MR.  HARRIS 


Introduction 

The  initial  objectives  of  H.E.  17550  were  to  provide  more  adequate 
social  security  benefits  and  to  make  needed  improvements  in  medicare, 
medicaid  and  maternal  and  child  health  programs. 

The  objective  of  H.R.  16311  was  to  effect  urgently  needed  reform 
of  a  failing  welfare  system. 

These  objectives  are  highly  laudable.  However,  by  the  addition  of 
unrelated  matters,  unwise  amendments  and  weak  substitutions  for 
some  provisions,  these  original  objectives  have  been  made  hostage  to 
other,  less  noble,  aims. 

The  Trade  Act  of  1970  was  added  as  an  amendment  to  H.R.  17550. 

Various  amendments  to  the  present  welfare  laws  were  agreed  to 
which  can  only  be  characterized  as  regressive  and  punitive. 

An  amendment  to  establish  a  Federal  Child  Care  Corporation, 
which  would  represent  a  substantial  and  objectionable  change  in  child 
care  programs,  was  adopted. 

I,  therefore,  voted  against  reporting  the  bill.  My  reasons  for  doing 
so  are  here  set  forth  in  detail. 

Social  Security 

A.  Increase  in  Benefits  and  Minimums 

The  committee  made  several  greatly  needed  improvements  in  the 
social  security  provisions  of  H.R.  17550. 

The  5  percent  increase  in  benefits,  adopted  by  the  House,  was  stepped 
up  to  a  10  percent  increase.  The  committee  also  rightly  voted  to  pro- 
vide a  $100  minimum  social  security  benefit  level. 

With  these  increases,  H.R.  17550  became  an  acceptable  advance  this 
year  toward  fairness  in  our  social  security  program. 

B.  Workmen's  Compensation  Offset 

The  committee  made  certain  other  changes  in  the  House  bill  pro- 
visions regarding  social  security  which  were  undesirable. 

The  provision  in  the  House  bill,  amending  present  law  which 
requires  social  security  disability  benefits  to  be  reduced  when  work- 
men's compensation  is  also  payable  and  when  the  combined  payments 
exceed  80  percent  of  average  current  earnings  before  disablement, 
was  stricken. 

The  House  bill  called  for  a  reduction  in  benefits  by  the  amount  by 
which  the  combined  payments  under  both  programs  exceed  100  percent 
of  average  current  earnings  before  disability.  This  provision  should  be 
restored. 
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C.  Financing 

When  the  committee  finished  its  work,  it  had  voted  approximately 
$10  billion  in  additional  benefits.  It  then  turned  to  financing. 

I  believe  the  committee  was  mistaken  in  not  properly  taking  into 
account  the  presently  regressive  nature  of  the  social  security  tax  system 
and  in  not  fully  considering  the  economic  impact  of  the  financing 
arrangements  which  it  approved. 

The  social  security  tax  system  is  not  as  nearly  based  upon  ability 
to  pay  as  is  the  Federal  income  tax.  There  is  an  upward  limit — 
presently  $7,800,  and  $9,000  under  the  committee  bill — on  the  amount 
of  salary  which  is  taxed.  The  tax  is  in  a  flat  rate  basis;  it  is  not 
graduated. 

I  believe  that  the  payroll  tax  under  social  security  has  reached  the 
saturation  point.  I,  therefore,  supported  an  effort  to  finance  a  portion 
of  benefits  from  general  revenue.  This  effort  failed. 

Alternatively,  I  offered  a  financing  plan  which  would  make  the 
social  security  tax  system  more  progressive  by  raising  the  wage  base  to 
$12,000  in  1971.  This  allows  actuarial  soundness  with  less  of  an  in- 
crease in  the  tax  rate  over  a  period  of  years.  The  following  table  shows 
the  financing  plan  which  I  offered  and  which  was  rejected  by  the 
committee.  As  indicated,  in  addition  to  providing  actuarial  soundness 
over  the  long  term  in  each  of  the  funds  involved — OASDI,  health  in- 
surance and  the  new  catastrophic  health  insurance — the  plan  which  I 
offered  would  avoid  a  cash  deficit  in  any  year  in  any  of  the  funds. 

[In  percent) 


OASDI 

HI 

CI 

Total 

1971    

  4. 1 

0.7 

4.8 

1972-74   

  4. 1 

.8 

0.3 

5.2 

1975-79  

  5. 0 

.9 

.35 

6.25 

1980-84   

  5. 5 

1.0 

.35 

6.85 

1985  plus  

  5.85 

1.0 

.4 

7.25 

-.15 

-.06 

+.02 

Note:  The  excesses  of  income  over  outgo  resulting  from  this  schedule  follow: 

[In  millions  of  dollars] 


OASDI 

HI 

CI 

Fiscal  year  1972   

Calendar  year  1971  

  1,079 

   97 

1,044 
560 

589 

Calendar  year  1972  

Calendar  year  1973     - 

  1,519 

  2, 843 

1,303 
851 

565 
403 

The  financing  plan  which  I  offered  would  also  provide  an  additional 
and  very  important  economic  impact.  It  would  postpone  an  increase 
in  the  tax  rate  from  4.8  to  5.2,  which  is  otherwise  scheduled  to  go  into 
effect  in  January  1971  under  present  law.  Unless  this  rate  increase  is 
postponed,  it  will  have  a  seriously  dampening  effect  on  consumer 
demand  at  a  time  when  the  economy  is  much  too  sluggish  and  unem- 
ployment intolerably  high.  Stimulation  of  consumer  demand  through 
postponement  of  the  presently  scheduled  tax  rate  increase  and  through 
increased  benefits  would  not  be  inflationary  by  serving  to  cause  ex- 
panded production  volume,  allowing  some  reduction  in  unit  costs. 
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The  revised  manner  in  which  Federal  budgets  are  now  made  up  and 
presented,  taking  into  account  income  and  expenditures  from  social 
security  and  other  trust  funds,  more  clearly  points  up  the  fiscal  im- 
pact of  decisions  concerning  social  security  benefits  and  rates. 

In  addition  to  the  right  of  social  security  beneficiaries  to  more 
adequate  benefits,  the  payment  of  increased  benefits  will  provide  a 
much-needed  increase  in  consumer  demand,  aiding  economic  recovery. 
This  fiscal  impact  should  not  be  offset  by  immediate  rate  increases, 
primarily  the  way  in  which  the  automatic  adjustment  of  the  benefits 
vent  an  annual  deficit  in  the  various  funds  or  to  provide  general  actu- 
arial soundness. 

D.  CosT-or-LiviNG  Increase 

The  committee  worked  long  and  hard  on  the  problem  of  how  to  in- 
sure that  the  purchasing  power  of  social  security  benefits  is  maintained. 
On  the  whole  the  committee  acted  wisely  in  this  regard;  however,  I 
disagree  with  some  aspects  of  the  automatic  adjustment  provisions — 
primarily  the  way  in  which  the  automatic  adjustment  of  the  benefits 
is  financed. 

The  committee  made  some  major  changes  in  the  automatic  adjust- 
ment provisions  that  were  proposed  by  the  administration  and  passed 
by  the  House  of  Representatives.  Many  of  the  changes  are  reasonable, 
but  some  aspects  of  the  provisions  agreed  to  by  the  committee  should 
be  changed  if  they  are  to  be  fully  acceptable  and  are  to  operate 
smoothly. 

There  are  two  major  difficulties  with  the  committee  provisions  con- 
cerning automatic  adjustment  of  social  security  benefits  and  automatic 
financing. 

First,  the  committee  bill  would  require  the  Secretary  of  Health, 
Education,  and  Welfare  to  promulgate  increases  in  both  social  security 
tax  rates  and  the  earnings  base  in  order  to  finance  the  automatic  in- 
creases in  benefits,  even  though  such  increases  in  social  security  taxes 
would  be  unnecessary  and  would  greatly  over-finance  the  program. 
Under  the  committee  bill,  whenever  an  automatic  cost-of-living  in- 
crease in  benefits  occurs,  the  Secretary  would  be  required  to  increase 
social  security  taxes.  Such  increases  in  taxes  would  not  be  necessary 
because  a  large  part  of  the  cost  of  the  automatic  benefit  increase  would 
be  met  from  rising  earnings  levels  without  increasing  either  the  tax 
rate  or  the  earnings  base. 

Second,  the  provision  for  automatic  increases  in  the  earnings  base 
as  wages  rise,  proposed  by  the  administration  and  passed  by  the  House, 
does  not  constitute  a  discretionary  delegation  to  the  executive  branch. 
The  increases  would  be  automatic  and  the  determination  of  the  amount 
would  be  routine  on  the  basis  of  social  security  wage  record  statistics. 

Under  the  committee  revision,  on  the  other  hand,  it  would  be  neces- 
sary for  the  Secretary  of  Health,  Education,  and  Welfare,  as  a  part 
of  the  automatic  provisions,  to  determine  both  the  short-range  and 
long-range  "cost"  of  each  automatic  benefit  increase,  and  we  would 
in  effect  be  turning  over  to  the  Secretary  of  Health,  Education,  and 
Welfare  the  tax-setting  function  of  the  Congress. 

The  provision  approved  by  the  House  would  merely  carry  out  auto- 
matically the  policy  which  the  Congress  has  been  following  on  an  ad 
hoc  basis  since  1950 — that  is,  periodically  increasing  the  social  security 
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earnings  base  so  as  to  cover  the  same  proportion  of  payroll  as  had 
been  covered  earlier,  when  wage  levels  were  lower.  As  wages  have  risen, 
the  $3,600  base  that  became  effective  in  1951  has  been  changed  by  the 
Congress,  in  steps,  to  $7,800 — as  it  would  have  been  under  the  auto- 
matic provisions.  It  is  important  to  increase  the  base  to  keep  up  to  date 
with  rising  wages,  not  only  from  the  standpoint  of  the  income  of  the 
program  but  to  prevent  a  deterioration  in  the  coverage  of  the  pro- 
gram. For  example,  a  job  which  paid  $3,600  in  1950  pays  around 
$9,000  today.  If  the  base  had  not  been  increased  over  the  years  the 
benefits  payable  to  a  man  in  such  a  job  would  provide  a  much  smaller 
proportion  of  wage  replacement  than  they  were  originally  intended 
to,  and  there  would  have  been  a  major  deterioration  in  the  protec- 
tion afforded  by  the  program.  If  the  base  is  kept  up  to  date  with  rising- 
wage  levels,  there  will  be  little  if  any  need  for  an  increase  in  the  tax 
rate  to  coA^er  the  cost  of  the  automatic  cost-of-living  increase. 

The  House  provisions  in  this  regard  are,  therefore,  preferable  to 
the  provisions  adopted  by  the  Senate,  and  they  should  be  restored. 

The  House  bill  requires  the  Secretary  of  Health,  Education,  and 
Welfare  to  increase  social  security  benefits  any  January,  commencing 
January  1973,  if  he  finds  that  the  cost  of  living  has  increased  by  3 
percent  or  more  between  the  last  July-to-September  calendar  quarter 
preceding  a  secretarially  determined  benefit  increase  and  the  most  re- 
cent July-to-September  quarter.  The  automatic  increases  would  be  in 
addition  to  any  increases  which  might  be  passed  by  Congress.  The 
taxable  wage  base  would  increase  automatically  every  2  years  based 
on  increases  in  the  average  taxable  wages  after  1971. 

Medicare  and  Medicaid 

A.  Health  Maintenance  Organizations 

Medical  costs  have  risen  enormously.  There  are  many  causes  for 
this.  One  cause  is  the  greatly  increased  demand  for  medical  services 
without  a  concurrently  increased  supply  in  personnel  and  facilities. 

It  is  imperative  that  there  be  a  massive  increase  in  medical  and 
paramedical  personnel  and  in  medical  facilities.  The  shortages  are 
already  acute,  and  they  are  growing  alarmingly. 

It  is  also  vital  that  there  be  much  better  use  of  existing  personnel 
and  facilities.  Toward  that  end,  the  committee  approved  the  health 
maintenance  organization  concept  contained  in  H.R.  17550.  Under 
this  provision,  medical  payments  can  be  made  to  physicians  on  a  per 
capita  basis,  rather  than  on  a  fee-for-service  basis  only. 

This  provision  is  an  important  step  forward  toward  encouraging 
prepayment  for  group  medical  practice  and  toward  greater  emphasis 
on  preventative  medicine. 

B.  Professional  Standards  Review  Organization 

The  committee  adopted  a  proposal  to  establish  professional  stand- 
ards review  organizations  at  local  and  State  levels  throughout  the 
country  to  review  such  functions  as  examination  of  patient  and  prac- 
titioner profiles ;  independent  medical  audits ;  on-site  audits :  and  the 
development  and  application  of  norms  of  care  and  treatment. 

The  Secretary  of  Health,  Education,  and  Welfare  would  be  required 
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to  enter  into  agreements  with  qualified  professional  standards  review 
organizations,  principally  local  medical  societies,  to  review  the  totality 
of  care  rendered  or  ordered  by  physicians  for  medicare  and  medicaid 
patients.  Where  medical  societies  are  unable  or  unwilling  to  undertake 
the  responsibility,  the  Secretary  could  contract  with  States  or  local 
health  departments  or  other  suitable  organizations. 

This  provision  has  a  laudable  purpose:  to  insure  quality  care  and 
to  hold  down  unnecessary  costs. 

However,  the  proposal  contains  many  unknown  and  unpredictable 
factors.  Further,  there  are  serious  objections  that  it  grants  organized 
medicine  too  much  control  over  utilization  of  facilities  and  payments 
of  claims. 

The  proposal  should  be  tested  before  Congress  puts  it  into  effect 
on  a  total  basis  as  the  committee  bill  would  do.  I  am  not  satisfied  that 
this  proposal  will  result  in  the  savings  which  have  been  claimed  by 
its  proponents,  nor  am  I  satisfied  that  the  review  procedure  is  the  best 
and  most  workable  which  can  be  devised. 

The  House  provisions  on  peer  review  should  be  strengthened,  and 
the  Senate  committee  provisions  should  be  stricken. 

C.  State  Maintenance  of  Effort 

Under  present  law  States  are  required  to  maintain  their  present 
financial  efforts  in  support  of  medicaid  and  are  required  to  build  to- 
ward comprehensive  medicaid  programs  by  1977. 

The  State  of  Missouri  asked  the  committee  to  pass  legislation  giving 
it  a  special  one-time  exemption  from  the  maintenance  of  effort  require- 
ment. The  committee  could  have  granted  this  special  request,  based 
upon  unique  circumstances,  without  upsetting  the  present  law. 

But  the  committe  went  far  beyond  the  Missouri  request  and  repealed 
the  entire  section  1902(d)  of  the  present  law,  under  which  States  are 
required  to  maintain  their  financial  efforts  under  medicaid.  The  House 
of  Representatives  had  previously  stricken  section  1903(e)  which 
requires  States  to  enact  comprehensive  medicaid  programs  by  1977. 

The  repeal  of  both  these  sections  is  most  unfortunate.  The  poor 
people  covered  by  medicaid  are  entitled  to  better  medical  attention 
and  care — not  less.  Their  needs  should  not  be  ignored  in  order  to 
slow  the  rising  costs  of  this  program  and  medical  care  generally.  Sec- 
tion 1902(d)  and  section  1903(e)  should  be  restored  in  the  bill. 

D.  Physical  Therapy 

The  House  bill  provides  for  reimbursement  of  up  to  $100  of  the 
cost  of  physical  therapy  on  an  outpatient  basis  in  the  office  of  an  in- 
dependent practitioner  under  part  B  of  medicare.  This  provision  was 
rejected  by  the  Senate  committee. 

A  great  many  beneficiaries  need  the  services  of  a  physical  therapist, 
and  these  services  can  often  best  be  performed  in  the  office  of  the 
therapist.  The  limited  reimbursement  that  the  House  approved,  which 
in  effect  puts  it  on  a  trial  basis,  should  be  reinstated  in  the  bill. 

E.  Blood  Replacement 

The  committee  rejected  a  proposal  to  eliminate  the  requirement  in 
the  present  law  for  a  medicare  patient  to  pay  for  or  replace  the  first 
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three  pints  of  blood  used  by  such  patient.  This  requirement  seems 
unreasonable.  It  places  an  undue  burden  on  medicare  patients,  and  it 
should  be  eliminated. 

F.  Medicare  Premium  Increases 

The  premium  for  part  B,  supplementary  medical  insurance,  under 
medicare  has  increased  by  more  than  80  percent  in  the  last  4  years. 
Originally  the  premium  was  $3  a  month  per  person.  It  was  increased 
from  $4  to  $5.30  on  July  1,  1970.  For  those  living  on  social  security, 
this  increase  is  almost  prohibitive  and  it  should  be  eliminated  if  the 
aim  of  medicare  is  to  be  realized. 

Welfare  Reform 

A.  Need  for  Reform 

During  the  past  few  years,  the  need  for  reform  of  our  welfare  sys- 
tem has  assumed  crisis  proportions.  Three  parallel  developments  have 
dramatized  the  urgency:  sharply  increasing  welfare  rolls,  growing 
recognition  of  the  inefficiency  and  failures  of  the  system  itself,  and 
ever  more  crippling  fiscal  burdens  on  States  and  localities. 

Neither  the  poor — a  group  that  is  widening  every  day  in  the  cur- 
rent economic  climate — the  Nation's  stability,  nor  any  pretense  to 
sound  social  policy  can  wait  longer  for  a  rational  income  maintenance 
system. 

This  case  has  been  made  so  often  and  so  convincingly  by  mayors, 
Governors,  welfare  administrators,  recipients,  social  scientists,  and 
political  figures  of  every  persuasion  that  there  is  no  need  for  it  being 
made  again. 

Toward  this  end,  I  introduced  with  seven  other  Senators  the  Na- 
tional Basic  Income  and  Incentive  Act,  S.  3433.  This  bill  calls  for  the 
federalization  of  the  presently  outdated,  unworking,  and  inhumane 
welfare  system,  replacing  it  Avith  a  Federal  income  maintenance  sys- 
tem. It  represents  a  significant  departure  from  our  present  thinking 
about  welfare  and  represents  true  reform. 

I  had  hoped  that  improvements  in  H.R.  16311  could  be  made  that 
would  move  the  family  assistance  plan  closer  to  the  concepts  of  the 
National  Basic  Income  and  Incentive  Act  and  real  reform.  Unfortu- 
nately, the  committee  moved  in  the  opposite  direction  and  was  willing 
to  approve  only  a  test  of  various  pilot  reform  programs. 

Passage  of  a  test  proposal  alone  will  surely  delay  congressional  con- 
sideration of  real  reform  for  at  least  3  years.  I  do  not  believe  that  the 
Nation  can  wait. 

There  is  good  reason  to  predict  that  the  number  of  families  and 
individuals  requiring  financial  aid  will  continue  to  increase,  that  State 
and  local  funds  crucially  needed  for  programs  to  reduce  dependency 
will  be  drained  by  the  demands  of  public  assistance,  that  the  inequities 
of  the  present  system  will  continue  to  demean  recipients  so  as  to  destroy 
their  incentive,  and  that  the  entire  Nation  will  suffer  from  a  welfare 
system  that  must  be  revised. 
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B.  Kequirements  for  Keal  Keform 

Perhaps  if  the  administration  had  been  willing  to  make  progressive 
changes  in  the  House-passed  version  of  the  family  assistance  plan, 
rather  than  regressive  changes  during  the  consideration  of  the  bill  by 
the  committee,  something  more  substantial  than  a  test  would  have 
been  reported  by  the  committee.  Elimination  of  mandatory  coverage 
of  families  headed  by  an  unemployed  father  (AFDC-UP)  and  elim- 
ination of  the  requirement  that  States  maintain  current  benefit  levels 
for  families  with  income,  provisions  that  were  in  the  President's 
original  welfare  reform  proposal,  weakened  support  for  the  bill  in 
the  committee  by  those  of  us  who  were  advocating  more  meaningful 
reform  of  our  welfare  system. 

A  failure  to  recognize  the  importance  of  requiring  the  minimum  or 
prevailing  wage,  whichever  is  higher,  also  weakened  support  for  the 
bill. 

While  I  do  not  believe  that  the  administration  has  gone  as  far  as 
it  should,  I  am  pleased  that  it  has  now  agreed  to  some  of  the  changes 
in  the  family  assistance  plan  which  Senator  McCarthy,  Senator  Rib- 
icoff  and  I  and  others  advocated.  The  changes  the  administration  has 
now  approved  are  embodied  in  the  amendments  offered  by  Senator 
Ribicoff  and  Senator  Bennett. 

I  believe  that  additional  improvements  can  and  should  be  made. 

Recognizing  that  Congress  is  not  willing  to  completely  federalize 
the  welfare  system  at  this  time,  a  goal  should  nevertheless  be  estab- 
lished for  moving  within  a  time  certain  toward  a  welfare  system  that 
is  federally  financed  and  administered.  Included  within  the  goal  should 
be  a  commitment  to  move  the  level  of  payment  to  an  adequate  income. 
Our  goal  is  to  assist  people  in  getting  out  of  poverty,  but  a  floor  at  a 
low  level,  instead  of  raising  families  out  of  poverty,  means  only  con- 
tinued poverty  with  little  prospects  for  breaking  out. 

Any  system  of  reform  should  also  require  that  the  prevailing  or 
minimum  wage,  whichever  is  higher,  should  be  paid  for  those  who 
are  forced  to  take  a  job.  Otherwise,  a  captive  work  force  with  insuffi- 
cient standard  of  wage  to  be  paid  will  be  available  to  employers,  and 
the  effect  will  be  to  keep  wages  so  low  that  millions  will  remain  in 
poverty  though  working  full  time. 

Any  version  of  the  family  assistance  plan  that  is  adopted  by  the 
Senate  should  not  require  mothers  with  school-age  children  to  work. 
Mothers  should  have  some  control  over  whether  day  care  centers  are 
good  enough  for  their  children. 

Furthermore,  a  provision  to  provide  for  cost-of-living  increases  in 
payments  to  recipients  should  be  adopted.  We  have  recognized  this 
principle  with  regard  to  those  who  are  receiving  social  security  pay- 
ments, and  the  same  arguments  can  be  made  in  support  of  providing 
cost-of-living  increases  for  those  on  public  assistance. 

Any  system  of  welfare  reform  should  also  fully  protect  the  rights  of 
present  recipients  and  of  applicants  to  insure  that  the  new  law  does 
not  create  different  classes  of  citizens. 

A  national  system  of  income  maintenance,  recognizing  the  needs 
of  the  working  poor,  setting  uniform  national  minimums  of  assistance 
and  removing  present  barriers  to  incentive  and  initiative  is  desperate- 
ly needed. 
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These  principles  can  and  must  be  embodied  in  real  welfare  reform, 
together  with  programs  which  assure  that,  through  expanded  public 
service  jobs  and  otherwise,  people  have  a  real  chance  to  get  a  job. 

C.  Regressive  Amendments 

Unfortunately,  the  committee  adopted  a  number  of  amendments 
to  our  present  system  that  are  regressive. 

The  most  disappointing  action  of  the  committee  was  the  barring  of 
legal  service  lawyers  from  representing  welfare  recipients.  Much  of 
the  work  of  these  lawyers  in  the  past  few  years  has  been  to  secure  bene- 
fits guaranteed  by  law,  but  not  received  by  poor  people  due  to  illegal 
regulations  and  administrative  practice. 

During  the  past  3  years  welfare  recipients  and  lawyers  associated 
with  federally  funded  legal  service  programs  have  compiled  a  remark- 
able record  of  service  to  poor  people.  Significant  court  decisions  have 
begun  to  nudge  the  welfare  system  toward  a  more  equitable  and  en- 
lightened program.  Cruel  and  demeaning  regulations,  irrelevant  to 
the  purposes  of  the  Social  Security  Act,  have  been  overturned  in  the 
courts. 

The  Finance  Committee  has  proposed  that  this  record  of  progress 
be  nullified.  This  restrictive  amendment,  adopted  by  the  committee, 
should  be  defeated. 

Other  undesirable  amendments  were  adopted  by  the  committee. 

The  committee  would  make  the  leaving  of  a  family  and  moving 
across  State  lines  a  Federal  misdemeanor.  This  is  an  unwarranted 
extension  of  Federal  police  power  into  intimate  aspects  of  family  life 
and,  in  view  of  the  State  laws  now  regulating  this  subject,  would  prove 
to  be  unworkable. 

The  action  taken  by  the  committee  in  instituting  a  1-year  residency 
requirement  for  people  in  need  of  assistance,  was  likewise  regrettable. 
The  committee  provision  is  in  conflict  with  the  Supreme  Court's  opin- 
ion in  Shapiro  v.  Thompson.  394  U.S.  618,  in  which  it  was  held  that 
citizens  have  a  constitutional  right  to  travel  throughout  the  States  and 
that  welfare  eligibility  regulations  should  not  impede  that  right.  The 
committee  position  would  restrict  the  right  to  travel  precisely  in  the 
manner  prohibited  by  the  Court. 

The  committee  was  also  mistaken,  in  my  opinion,  in  resurrecting  the 
onerous  man-in-the-house  rule.  This  rule,  knocked  down  by  court  deci- 
sion, would  base  eligibility  not  on  actual  resources  but  on  imagined 
income  from  people  not  legally  obligated  to  support  the  children 
involved. 

Provisions  were  also  adopted  that  require  the  return  of  amounts 
paid  to  welfare  recipients  who  do  not  prevail  at  hearings ;  that  elim- 
inate progress  made  in  the  declaration  system;  that  cut  back  on  the 
Federal  assistance  now  available  to  families  with  a  father  in  the  home ; 
and  that  provide  eligibility  requirements  wholly  unrelated  to  the  need 
of  poor  children. 

Adoption  of  these  provisions  represents  a  step  backward  in  our 
efforts  to  devise  a  more  workable  and  humane  system  of  welfare — an 
entrenchment  of  old  myths  about  welfare  and  welfare  recipients  that 
should  have  been  cast  aside  years  ago. 


437 


D.  Am  to  Aged,  Blind,  and  Disabled 

The  committee  made  substantial  changes  in  the  House  bill  with 
regard  to  benefits  for  the  aged,  blind  and  disabled.  The  House  bill 
provided  for  a  minimum  of  $110  a  month  for  single  individuals  and 
$220  for  couples.  The  committee  approved  $130  for  single  individuals 
and  $200  for  couples,  cashing  out  food  stamps. 

Taking  into  consideration  the  fact  that  an  increase  in  social  security 
benefits  reduces  Federal  and  State  expenditures  for  the  aged,  blind 
and  disabled — and  considering  their  great  and  growing  needs — the 
Senate  should  provide  for  a  minimum  of  at  least  $130  for  single  indi- 
viduals and  $230  for  couples,  not  cashing  out  food  stamps  for  these 
individuals. 

E.  Catastrophic  Health  Insurance  Plan 

A  critical  problem  has  arisen  because  of  the  rapidly  increasing  costs 
of  medical  care  that  have  left  90  percent  of  all  Americans  medically 
indigent.  No  one  questions  the  need  to  provide  a  better  means  for  the 
average  American  citizen  to  finance  his  health  care. 

While  I  agree  with  the  objectives  of  the  catastrophic  health  insur- 
ance plan,  I  voted  against  attaching  the  plan  to  H.R.  17550.  When 
the  plan  was  presented  to  the  committee  for  consideration,  H.R.  17550 
was  already  heavily  loaded  with  extra,  and  in  some  instances  non- 
germane  amendments,  and  it  did  not  seem  appropriate  to  add  to  the 
bill  such  a  massive  new  health  program. 

The  problem  which  the  catastrophic  health  insurance  plan  seeks 
to  meet  is  pressing  and  must  be  solved.  But  it  does  seem  that  the  prob- 
lem could  be  more  appropriately  solved  in  a  broader  context  of  na- 
tional health  insurance  and  by  considering  the  whole  matter  in  a  more 
deliberate  and  careful  fashion. 

There  is  little  chance  that  any  such  new  program  as  this  can  be 
adopted  this  late  in  the  postelection  session  in  any  event,  and  the  at- 
tachment of  the  measure  to  the  already  overburdened  social  security 
bill  may  tend  to  defeat  the  bill  to  which  it  is  attached. 

The  chairman  is  to  be  congratulated  for  offering  a  solution  to  the 
crisis  and  for  urging  prompt  action.  With  his  interest  and  his  strong 
desire  to  see  legislation  enacted,  the  committee  should  give  this  matter 
prompt  attention  at  the  beginning  of  the  next  session.  At  that  time 
there  will  be  full  opportunity  to  give  attention  to  the  financing  of 
catastrophic  illness  costs  and  to  the  financing  of  all  health  care,  in- 
cluding the  need  for  an  urgent  and  massive  increase  in  medical  and 
paramedical  personnel  and  facilities. 

F.  Federal  Child  Care  Corporation 

There  is  a  great  shortage  of  quality  child  care  facilities  and  services. 
We  need  to  do  more  to  promote  the  development  of  increased  facilities 
and  services.  But  the  establishment  of  a  Federal  Corporation  is  not 
the  way  to  achieve  the  needed  results. 

The  Corportion  under  the  committee  bill  would  have  the  responsi- 
bility for  arranging  for  child  care  services  in  the  various  communities 
of  each  State.  Existing  public,  private  nonprofit,  and  proprietary  fa- 
cilities would  be  contracted  with  by  the  Corporation  to  serve  as  child 
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care  providers.  Pursuant  to  the  terms  of  the  provision  adopted  by  the 
committee,  the  Corporation  could  provide  child  care  services  in  its 
own  facilities. 

A  fee  would  be  charged  by  the  Corporation  for  its  services,  to  be 
paid  either  by  the  consumer  of  services  or  by  a  public  agency. 

I  have  grave  concern  about  this  approach  to  quality  child  care. 
Child  care  is  a  proper  subject  for  local  community  concern  and  plan- 
ning. The  Federal  Child  Care  Corporation  approaches  child  care 
needs  from  the  top. 

Parental  involvement  is  crucial  in  early  childhood  programs.  If 
the  parent  is  actively  involved,  there  will  be  a  positive  overlap  in  the 
home  and  the  community.  I  feel  that  this  would  be  unlikely  under  the 
operation  of  the  Federal  Child  Care  Corporation. 

I  question  whether  the  standards  set  out  in  the  bill  are  high  enough. 
These  standards,  coupled  with  the  striking  down  of  local  and  State 
regulations,  could  lead  to  purely  custodial  child  care. 

I  am  also  concerned  that  with  a  growing  number  of  commercial 
franchisers  entering  the  day  care  field,  a  great  tendency  would  exist 
for  the  Federal  Child  Care  Corporation  to  contract  with_  these  fran- 
chise operations.  If  so,  this  could  lead  to  a  depersonalization  of  child 
care  services  and  eliminate  or  reduce  community  control  and  parental 
involvement — the  hallmarks  of  good  child  care. 

Child  care  has  not  received  proper  attention  from  the  Congress.  It 
should  be  a  matter  of  top  priority  for  the  next  session  of  the  Congress. 
We  must  soon  enact  major  legislation  which  will  provide  quality  child 
care  on  a  universal  basis,  not  stigmatized  by  welfare  alone,  not  con- 
trolled by  private  business,  but  controlled  by  the  local  community  and 
with  full  involvement  of  the  parents. 

The  provision  in  the  present  bill  does  not  meet  these  crucial  tests. 

Trade  Act  of  1970 

I  strongly  opposed  the  attachment  of  the  Trade  Act  of  1970,  H.R. 
18970,  to  the  social  security  amendments.  ~Not  only  did  I  object  to  the 
Trade  Act  on  its  merits,  but  I  also  thought  it  unfortunate  to  reduce 
the  chances  of  passing  much-needed  welfare  reform  and  increases  in 
social  security  by  attaching  nongermane  legislation. 

I  have  general  objections  to  the  overall  thrust  of  the  Trade  Act.  as 
well  as  specific  objections  to  its  provisions.  First,  I  will  set  forth  my 
general  reservations  about  the  act. 

A.  Balance  of  Trade 

It  is  presently  estimated  that  in  1970  we  will  have  a  healthy  surplus 
of  over  $3  billion  in  our  trade  balance.  Last  year,  the  surplus  was 
under  $1  billion.  In  other  words,  this  year  our  exports  have  been 
growing  considerably  more  rapidly  than  imports. 

The  argument  that  U.S.  industry  is  becoming  increasingly  non- 
competitive, which  is  often  made  in  support  of  the  Trade  Act  of  1970, 
is  invalidated  by  these  figures.  This  would  therefore  seem  to  be  an 
especially  poor  time  to  risk  loss  of  export  markets  hj  curtailing 
imports. 

Another  effect  of  quotas  which  would  be  imposed  under  this  bill 
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would  be  the  retardation  of  economic  growth  in  developing  nations. 
This  is  at  odds  with  our  larger  foreign  policy  to  encourage  the  strength 
and  growth  of  these  less  developed  countries. 

B.  Cost  to  Consumers 

Recently,  Federal  Reserve  Board  Governor,  Andrew  Brimmer,  said 
that  the  textile  and  shoe  quotas  in  this  bill  would  cost  the  consumer  an 
extra  $3.7  billion,  and  that  these  costs  would  be  borne  disproportion- 
ately by  the  poor  because  they  must  spend  a  larger  share  of  their  in- 
come on  shoes  and  clothing  than  do  more  affluent  citizens.  Whatever 
the  merits  of  the  industries'  case — and  I  want  to  return  to  this — it 
would  seem  that  the  consumer  would  have  to  pay  a  very  heavy  price 
indeed  for  these  quotas. 

These  costs  could  multiply  if  other  consumer  items  were  subjected  to 
quotas  under  the  liberalized  escape  clause. 

C.  Impact  ox  Inflation 

Much  attention  has  rightly  been  focused  on  the  economy  in  recent 
weeks.  The  inflation  alert,  the  President's  speech  to  the  NAM — all 
focus  on  the  real  danger  of  inflation.  Mr.  Arthur  Burns,  in  speaking 
on  measures  to  combat  inflation  last  week,  suggested  the  relaxation  of 
existing  quotas  on  imports.  This  comes  at  a  time  when  new  inflationary 
quotas  would  be  imposed  by  the  trade  bill.  We  obviously  cannot  have 
it  both  ways.  We  must  draw  the  line  and  choose  between  control  of 
inflation  and  protectionism. 

Another  voice  raised  in  opposition  to  the  import  restrictions  of  the 
bill  is  that  of  the  Chamber  of  Commerce  of  the  United  States.  The 
Chamber  has  urged  that  a  more  constructive  course  on  trade  legisla- 
tion be  charted  in  the  next  session  of  Congress. 

D.  Danger  or  Retaliation 

I  have  also  noted  in  the  press  an  increasing  number  of  statements 
made  by  officials  of  foreign  governments,  including  some  of  our  best 
customers — Canada,  Germany,  Latin  America,  Britain,  and  Mexico, 
to  name  a  few — concerning  the  possible  adverse  consequences  of  the 
enactment  of  the  trade  bill.  One  can,  of  course,  dismiss  these  state- 
ments as  bluffing,  on  the  assumption  that  other  countries  either  could 
not  or  would  not  dare  to  curtail  our  exports.  But  is  this  assumption 
necessarily  correct  ?  In  many  instances,  other  countries  would  be  able 
to  obtain  the  same  goods  of  comparable  quality  from  alternative 
sources.  Moreover,  other  countries  watch  their  trade  balance  with  the 
United  States  very  carefully  and  would  be  very  prone  to  reduce  their 
purchases  from  us  if  we  were  to  restrict  their  exports  to  this  country. 
Finally,  I  think  the  element  of  national  pride  would  be  at  work  here. 
If  they  feel — as  they  seem  to — that  the  textile  and  shoe  quotas,  for 
example,  are  unjustified,  then  they  will  naturally  want  to  strike  back. 
The  risk  of  an  old-fashioned  trade  war  is,  in  my  judgment,  severe. 
If  that  happens,  no  State  will  be  immune  from  its  effects.  In  testimony 
before  the  Finance  Committee,  the  National  Chamber  attributed  4  mil- 
lion American  jobs  to  total  United  States  exports.  The  wheat  farmers 
of  western  Oklahoma  have  made  Oklahoma  the  No.  3  wheat  exporting 
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State  in  the  Nation.  A  generation  of  eastern  Oklahomans  have  pinned 
high  hopes  on  the  Arkansas  River  Basin  project  which  the  late  Senator 
Kerr  spent  so  many  years  helping  to  develop  into  a  navigable  access 
to  world  commerce.  All  of  these  stand  in  real  jeopardy  in  the  face  of 
restrictive  trade  policies. 

E.  Renewal  or  Textile  Negotiations 

The  trade  bill  was  approved  by  the  House  Ways  and  Means  Com- 
mittee after  the  Secretary  of  Commerce  announced  that  the  United 
States- Japanese  textile  negotiations  had  broken  down  and  that  the 
administration  therefore  reluctantly  supported  legislative  quotas.  In 
the  past  weeks,  however,  these  negotiations  have  been  resumed.  There 
is  admittedly  no  assurance  that  these  negotiations  will  be  successful 
either  in  the  short  or  long  run.  But  the  fact  of  their  resumption  is 
surely  significant  and  affords  further  reason  for  pause  in  considering 
the  trade  bill.  The  Japanese  Government  feels  an  early  voluntary 
agreement  is  desirable  because  if  there  is  no  agreement  and  no  legis- 
lation is  passed  this  year,  Congress  may  pass  even  more  restrictive 
legislation  next  year. 

F.  Textile  and  Shoe  Quota 

To  the  best  of  my  knowledge,  there  has  been  no  objective  determina- 
tion that  imports  are  causing  or  threatening  serious  injury  to  the  do- 
mestic textile  industry.  Of  course,  the  industry  itself  makes  vehement 
allegations  of  jobs  eliminated  and  production  lost  because  of  imports. 
But  has  any  reasonable  independent  body  like  the  United  States  Tariff 
Commission  ever  come  to  that  conclusion?  I  would  emphasize  that  I 
am  not  asserting  that  there  are  no  parts  of  the  textile  industry  that 
may  be  injured  by  imports.  I  am  rather  asking  for  evidence  that  there 
is  a  serious  import-related  problem  affecting  the  entire  industry. 

In  the  face  of  such  evidence,  action  is  certainly  required.  Full  use 
of  present  legal  remedies  should  be  made.  Stronger  and  more  aggres- 
sive diplomatic  initiatives  by  the  administration  could  result  in  volun- 
tary limitations  on  specified  imports. 

However,  statistics  from  the  American  Textile  Manufacturers  In- 
stitute reflect  that  annual  textile  exports  have  expanded  by  $200  mil- 
lion over  the  past  12  years.  More  U.S.  employees  are  engaged  in  mak- 
ing textile  mill  products  now  than  in  any  year  except  1968.  The  num- 
ber of  employees  engaged  in  apparel  manufacturing  is  at  an  all  time 
high.  Net  sales,  both  in  textiles  and  apparel,  are  the  highest  ever, 
nearly  doubling  1960  figures.  Taken  as  a  whole,  these  facts  do  not  sup- 
port allegations  of  a  severely  depressed  industry,  requiring  emergency 
legislation.  In  the  absence  of  impartial  evidence  of  harm  from  im- 
ports, I  must  question  the  need  for,  and  the  wisdom  of,  unilateral  tex- 
tile quotas,  especially  in  view  of  their  cost  to  the  consumer  and  the 
possibility  that  the  United  States-Japanese  negotiations  may  be 
successful. 

As  for  shoes,  a  task  force  of  the  administration  itself  concluded  just 
several  months  ago  that  there  is  no  justification  for  quotas.  Neverthe- 
less, the  President  has  asked  the  Tariff  Commission  to  determine 
whether  imports  are  causing  or  threatening  serious  injury  to  the  do- 
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mestic  industry.  This  is  the  proper  way  in  my  judgment  to  develop  a 
sound  basis  for  informed  and  intelligent  action  concerning  imports. 

G.  Escape  Clause  Provisions 

Another  provision  of  the  trade  bill  that  is  very  troublesome  is  the 
amended  escape  clause,  which  has  traditionally  authorized  the  Presi- 
dent to  impose  higher  tarings  or  quotas  on  imports  found  to  be  injuring 
a  domestic  industry.  The  following  aspects  of  the  new  escape  clause 
are  open  to  serious  question. 

First,  under  the  trade  bill  the  Tariff  Commission  would  have  to 
determine  whether  imports  are  a  "substantial"  cause  of  serious  injury. 
Instead  of  "substantial,"  present  law  reads  "major"  and  the  adminis- 
tration's bill  would  have  substituted  "primary."  These  may  sound  like 
semantic  quibbles,  but  the  difference  between  "primary"  and  "substan- 
tial" could  spell  the  difference  between  a  reasonable  and  a  promiscuous 
use  of  the  escape  clause. 

Second,  the  bill  resurrects  the  concept  of  geographic  segmentation, 
which  permits  the  Tariff  Commission  to  carve  up  an  industry  and 
artificially  select  just  that  portion  that  will  maximize  the  chance  of 
an  affirmative  finding  of  injury.  The  Tariff  Commission  would  be  given 
the  license  to  do  so  even  though  it  made  no  economic  sense  and  even 
though  the  companies  and  workers  concerned  were  in  fact  able  to  make 
a  successful  adjustment  to  whatever  import  problem  may  have  existed. 
One  of  the  important  features  of  the  Trade  Expansion  Act  of  1962 
was  its  repeal  of  the  geographic  segmentation  provision.  Its  resurrec- 
tion is  a  major  threat  to  an  enlightened  foreign  trade  policy. 

H.  Foreign  Import  Restrictions 

The  committee  has  gone  even  further  than  the  House  bill  in  mak- 
ing section  252  of  the  Trade  Expansion  Act  of  1962  a  protectionist 
device.  At  the  present  time,  section  252  authorizes — but  does  not  re- 
quire— the  President  to  impose  new  restrictions  on  imports  from 
countries  that  are  illegally  or  unreasonably  restricting  our  exports. 
The  key  issue,  of  course,  is  who  determines  whether  a  foreign  import 
restriction  is  illegal  or  unreasonable.  The  right  of  any  member  of  the 
GATT  to  impose  new  restrictions  is  severely  restricted  by  that  agree- 
ment— as  it  should  be  if  any  order  in  international  trade  is  to  be 
preserved. 

Under  the  committee's  bill,  the  Secretary  of  Commerce  would  de- 
termine if  a  foreign  import  restriction  is  illegal  or  unreasonable.  If 
he  made  an  affirmative  finding,  the  President  would  be  authorized  to 
work  out  a  solution  with  the  foreign  country  concerned.  If  he  could 
not  in  3  months,  then  he  would  have  to  take  retaliatory  action.  This 
is — pure  and  simple — another  radical  violation  of  the  GATT  and  an- 
other example  of  a  blind  attitude  that  somehow  the  United  States  can 
flout  the  rules  of  the  game  and  get  away  with  it. 

I.  Status  of  GATT 

The  committee  struck  the  new  separate  authorization  for  appropria- 
tions to  finance  our  annual  contribution  to  the  GATT.  This  will  prob- 
ably not  seriously  jeopardize  future  appropriations,  since  there  is  a 
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general  authorization  available  in  the  organic  legislation  of  the  De- 
partment of  State.  But  it  is  obviously  a  vote  of  no  confidence  in  the 
only  international  organization  that  offers  any  hope  of  maintaining 
and  strengthening  a  fair  world  trading  system. 

The  committee  struck  the  provision  on  the  ground  that  it  would 
ghTe  "statutory  recognition  of  the  GATT,  which  has  never  been  sub- 
mitted to  the  Congress  for  approval."  The  fact  is  that  the  GATT  is  a 
valid  executive  agreement,  concluded  pursuant  to  the  authority  of 
section  350  of  the  Tariff  Act  of  1930.  As  a  statutory  executive  agree- 
ment, it  need  not,  of  course,  be  submitted  to  the  Congress  for  approval. 
This  question  dealt  with  extensively  in  a  1956  memorandum  of  the 
Legal  Adviser  of  the  State  Department  to  the  then  chairman  of  the 
Ways  and  Means  Committee  (see  H.  Kept.  2007,  84th  Cong.,  second 
sess.,  113-131  (1956)). 

J.  American  Selling  Price 

The  committee  struck  the  provision  in  the  House  version  that  would 
have  provided  for  the  elimination  of  the  American  selling  price 
(ASP)  system  of  customs  valuation  as  it  relates  to  benzenoid  chem- 
icals. This  system  has  been  found  to  be  without  justification  by  both 
the  Johnson  and  Nixon  administrations,  and  the  United  States  is 
pledged  to  seeking  its  abolition  in  one  of  the  agreements  concluded  in 
the  Kenned}-  Round.  If  this  system  is  not  to  be  abolished,  there  is  little, 
if  any,  hope  of  making  further  progress  for  some  years  to  come  in  the 
field  of  nontariff  barriers.  Once  again,  the  blind  approach  is  at  work : 
Let  other  countries  remove  their  nontariff  barriers,  while  we  stand  pat. 

K.  Failure  To  Take  Positive  Action 

Beyond  the  positive  and  enormous  harm  done  by  the  bill,  it  also 
fails  to  seize  critical  opportunities  to  move  ahead : 

( 1 )  Tariff -Red ucing  Authority. — The  House  bill  by  clear  legislative 
history  and  the  committee's  bill  by  express  statutoiw  language  would 
give  the  President  new  tariff  reducing  authority  only  for  the  purpose 
of  granting  compensatory  tariff  concessions  when  we  increase  import 
restrictions  under  the  escape  clause  or  by  some  other  means.  In  other 
words,  this  is  an  authority  that  at  best  permits  us  to  stand  in  the  same 
place,  but  envisages  no  further  net  reduction  in  tariffs. 

The  Kennedy  Round  was  concluded  in  1967  and  the  last  tariff  reduc- 
tions agreed  to  will  take  place  on  January  1,  1972.  Isn't  it  time  to  give 
the  President  the  authority  to  start  moving  again  in  lowering  trade 
barriers  \  How  can  the  momentum  of  trade  liberalization  be  main- 
tained if  the  past  leader  of  that  effort  is  powerless  ?  And  especially 
in  the  trade  field,  the  absence  of  progress  only  invites  retrogression. 

(2)  Non-Tar  iff  Barriers.- — Even  with  the  provision  authorizing  the 
elimination  of  ASP,  the  House  bill  failed  to  provide  for  negotiations 
on  nontariff  barriers,  though  everyone  agrees  that  this  is  the  single 
most  serious  problem  in  the  trade  field.  As  it  stands  now,  the  President 
must  act  at  his  peril  if  he  acts  at  all.  On  the  one  hand,  he  can  negotiate 
on  nontariff  barriers  without  any  prior  congressional  approval  and 
simply  hope  that  the  Congress  will  provide  the  necessary  implementing 
legislation  after  the  fact.  The  handling  of  ASP,  of  course,  affords 
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little  encouragement.  On  the  other  hand,  the  President  can  request 
specific  authority  before  beginning  any  particular  negotiations  on  non- 
tariff  barriers.  The  Congress  may  then  so  circumscribe  his  authority 
as  to  render  it  valueless  or  give  him  none  at  all,  since  it  has  not  yet 
seen  what  reciprocal  advantages  it  might  afford  the  United  States. 

The  only  way  I  can  see  out  of  this  dilemma  is  to  have  the  Congress 
give  the  President,  perhaps  in  the  form  of  a  resolution,  the  "license" 
to  negotiate,  while  reserving  all  of  its  authority  to  pass  upon  any 
necessary  implementing  legislation.  This  would  at  least  give  the  Presi- 
dent the  encouragement  he  does  not  now  have  to  tackle  nontariff 
barriers  and  attempt  to  commence  an  international  negotiation  on 
the  subject. 
1.  Conclusion 

The  total  effect  of  the  trade  bill  is,  in  my  judgment,  antagonistic  to 
constructive  ways  of  dealing  with  the  current  problems  in  interna- 
tional trade.  It  assumes  that  the  United  States  can  take  unjustified 
and  indeed  illegal  actions  and  somehow  get  away  with  them,  without 
provoking  retaliation  or  undermining  the  world  trading  system.  This 
seems  to  me  to  be  a  hopelessly  naive  and  false  assumption.  It  is  my 
opinion  that  if  the  Senate  will  seriously  consider  how  harmful  the 
present  trade  bill  is  and  how  great  is  the  need  for  a  constructive  trade 
bill,  then  we  may  still  have  the  time  to  avert  the  appalling  conse- 
quences of  a  return  to  protectionism  both  in  this  country  and  through- 
out the  world. 

I  re-emphasize  that  I  am  concerned  about  the  allegations  of  serious 
injury  resulting  from  imports  being  voiced  by  the  textile  and  other 
industries.  Present  law  provides  for  remedies  in  such  cases.  Full  use 
of  present  provisions  should  be  employed  where  need  is  indicated. 
Adjustment  assistance  should  be  used  to  ease  the  conversion  of  indus- 
tries and  jobs  in  cases  requiring  such  relief.  Diplomatic  negotia- 
tions should  be  pressed.  Lastly,  the  Congress  should  carefully  and 
deliberately  consider  additional  thoughtful  trade  legislation,  which  is 
in  keeping  with  our  past  policies  of  free  trade  and  which  does  not 
violate  international  agreements  which  we  have  previously  made. 

I  attempted  twice  in  the  committee  to  have  the  trade  bill  stricken 
from  the  social  security  bill.  I  will  renew  this  effort  on  the  floor  of 
the  Senate.  Should  this  motion  fail,  I  intend  to  offer  a  series  of  amend- 
ments to  improve  the  Trade  Act. 

Conclusion 

All  of  the  legislative  proposals  included  in  H.R.  17550  are  in  need 
of  thoughtful  legislative  consideration.  My  opposition  to  specific  pro- 
posals in  the  bill  by  no  means  indicated  a  lack  of  concern  for  respon- 
sible action  on  the  problems  raised  thereby.  But,  it  is  too  late  in  this 
post-election  Congress  to  hope  for  any  fruitful  action  on  so  many 
diverse  issues  placed  under  the  same  umbrella. 

Therefore  it  is  imperative,  as  I  have  set  forth  in  these  separate 
views,  that  the  Senate  in  the  remaining  days  devote  its  time  to  improv- 
ing our  social  security  and  related  programs  and  to  meaningful  reform 
of  our  failing  welfare  system.  The  other  matters  can  and  should  be 
set  aside  for  consideration  by  the  next  Congress. 

Fred  R.  Harris. 


XV.  ADDITIONAL  VIEWS  OF  MR.  WILLIAMS  OF  DELA- 
WARE AND  MR.  CURTIS 


We  believe  that  there  should  be  some  social  security  legislation  at 
this  time.  We  favor  an  increase  in  the  benefits,  including  special  con- 
sideration to  those  social  security  recipients  who  are  receiving  the 
smaller  amounts. 

There  is  also  a  need  for  certain  corrective  amendments  in  reference 
to  medicare  and  medicaid.  There  are  some  changes  that  need  to  be 
made  that  will  be  beneficial  to  the  patients  involved  and  also  to  the 
local  hospital  boards  and  the  States.  There  are  some  changes  in  ref- 
erence to  welfare  that  are  urgently  needed  by  local  governments  and 
States  in  order  to  properly  administer  the  program. 

H.K.  17550  and  the  amendments  recommended  by  the  Senate  Com- 
mittee on  Finance  do  some  of  these  things  and  meet  some  urgent 
needs.  However,  the  bill  as  it  comes  from  the  Committee  on  Finance 
goes  too  far.  It  involves  many  costly  features  which  will  eventually 
lead  to  a  tax  burden  greater  than  should  be  imposed  upon  the  employ- 
ees, employers,  and  self-employed  persons,  and  therefore  we  cannot 
support  it  in  its  present  form. 

John  J.  Williams. 
Carl  T.  Curtis. 
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XVI.  SEPARATE  VIEWS  OF  MR.  MILLER 


I  deeply  regret  that  this  bill,  with  many  good  features,  has  become 
so  overloaded  that  I  cannot  in  good  conscience  support  it  as  it  now 
stands. 

First,  trade  legislation,  which  could  hardly  be  considered  germane 
to  the  subject  of  social  security,  was  tacked  onto  the  bill  as  an  amend- 
ment after  only  brief  hearings.  Although  the  amendment  represents 
some  degree  of  improvement  over  the  House-passed  trade  bill,  it  goes 
too  far.  For  example,  by  a  vote  of  9-8,  the  committee  rejected  my 
amendment  to  delete  the  quota  provisions  relating  to  shoes.  And  this 
notwithstanding  the  fact  that,  as  Stanley  Nehmer,  Deputy  Assistant 
Secretary  of  Commerce  for  Resources,  pointed  out  (See  Congressional 
Record  for  December  3,  page  S 19294)  the  difference  in  size  of  the 
problems  of  textiles  (30,000  firms)  and  shoes  (675  firms)  is  so  different 
that  they  do,  in  fact,  take  on  a  difference  in  kind.  He  noted  that  the 
loss  of  100,000  jobs  in  the  textile  industry  from  January  through 
September  of  this  year  equals  50  percent  of  the  total  employment  in 
the  non-rubber  footwear  industry. 

In  any  event,  trade  legislation  of  the  magnitude  of  the  present 
amendment  should  stand  on  its  own  two  feet  rather  than  ride  piggy- 
back on  a  legislative  vehicle  whose  importance  might  transcend  the 
undesirable  features  of  trade  proposals. 

Second,  the  increase  in  the  minimum  social  security  benefits  from 
the  present  $64  per  month  to  $100  per  month  at  an  annual  cost  of  $1.5 
billion  to  the  social  security  trust  fund  is  inequitable.  Acting  impul- 
sively on  the  simplistic  plea  that  "no  one  can  live  on  sixty  four  dollars 
a  month",  the  Senate  last  December  adopted  such  an  amendment  to 
the  Tax  Reform  Act  of  1969.  This  was  quickly  disposed  of  by  the 
House  Conferees  during  the  conference  on  the  bill  who  noted  that  a 
large  number  of  the  recipients  of  the  social  security  minimum  already 
receive  benefits  from  one  or  two  other  pensions — civil  service  retire- 
ment, state  and  local  retirement,  or  private  corporation  retirement; 
and  that  state  old  age  assistance  payments  prevent  anyone  from  hav- 
ing to  live  on  $64  per  month.  Instead  of  applying  the  proposed  10 
percent  increase  in  social  security  benefits  across  the  boards  to  include 
the  present  minimum,  which  would  mean  an  increase  from  $64  to 
$70.40  per  month,  the  bill  provides  an  increase  in  the  minimum  to 
$100 — regardless  of  need— at  a  cost  to  the  taxpayers  of  $1.5  billion 
per  year. 

Worse  yet,  this  $1.5  billion  j)lus  also  the  amount  needed  to  cover 
a  10  percent  increase  in  the  minimum  would  be  paid  for  by  those 
paying  social  security  taxes  into  the  social  security  trust  fund.  Inas- 
much as  those  who  receive  the  "minimum"  have  not  paid  taxes  suffi- 
cient to  cover  their  benefits,  the  load  is  thrown  on  those  who  are 
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already  paying  taxes  sufficient  to  cover  their  benefits.  In  short,  most 
of  the  minimum  social  security  benefits  provided  by  the  bill  repre- 
sents welfare — not  tax  paid  insurance.  It  should,  therefore,  be  paid 
out  of  the  general  fund  of  the  Treasury.  Moreover,  as  welfare,  the 
payments  should  be  made  on  the  basis  of  need,  taking  into  account 
other  resources  of  the  recipient. 

The  bill  makes  no  attempt  to  order  our  priorities.  Instead,  it  con- 
tains all  major  social  security  proposals — the  10  percent  increase,  the 
increase  to  $100  in  the  minimum,  and  coverage  of  catastrophic  illness 
and  disease,  It  would  seem  that  the  single  most  urgent  action  to  be 
taken — one  that  should  have  been  taken  long  ago,  before  medicare  and 
medicaid — is  coverage  of  catastrophic  illness  and  disease.  Also,  it  is 
only  fair  to  bring  social  security  benefits  into  line  with  increases  in 
the  cost  of  living  which  have  occurred  since  benefits  were  last  in- 
creased. It  would  appear  that  this  would  fall  somewhere  between  the  5 
percent  increase  provided  by  the  House  and  the  10  percent  increase 
provided  by  the  Senate  Finance  Committee.  The  increase  in  the 
"minimum" — particularly  the  $1.5  billion  needed  to  go  beyond  a  cost- 
of-living  increase — is  inequitable  and  excessive. 

Those  who  would  be  paying  the  bill  should  know  what  lies  in  store 
for  them.  The  tax  base  would  be  raised  from  $7,800  to  $9,000,  with  the 
following  rate  changes: 

TAX  RATES  ON  BOTH  EMPLOYER  AND  EMPLOYEE 
[In  percent] 

Under  the  bill 

Under  Under        without  $100 


Year  present  law  the  bill  minimum 


1970...     4.8   

1971....     5.2  5.2  5.1 

1972.   5.2  5.5  5.4 

1973-74      5.65  5.6  5.5 

1975        5.65  6.35  6.35 

1976-79   5.7  6.35  6.35 

1980-85...   5.8  7.0  7.0 


TAX  RATES  ON  SELF-EMPLOYED  PERSONS 


1970...     6.9  

1971       7.5                7.4  7.3 

1972..    7.5                7.7  7.6 

1973-74....    7.65               7.8  7.7 

1975...      7.65  18.35  1 8. 35 

1976-79     7.7  1 8.  35  18.35 

1980-85   7.8  18.5  1 8. 5 


i  Additional  costs  of  cash  benefits  are  borne  by  employer-employee  rax  revenue  because  of  7  percent  limitation  on  tax 
for  underwriting  cash  benefits.  Excess  over  7  percent  is  attributable  to  financing  medicare  and  catastrophic  coverage. 
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Applying  these  various  rates  to  the  "maximum"  tax  base  of  $7,800 
(under  present  law)  and  $9,000  under  the  bill  would  result  in  the 
following  maximum  tax: 

MAXIMUM  TAX  ON  BOTH  EMPLOYER  AND  EMPLOYEE 


Under  the  bill 
Under  Under     without  $100 

Year  present  law  the  bill  minimum 


1970   $374.40   

1971   405.60  $468.00  $459.00 

1972   405.60  495.00  486.00 

1973-74   440.70  504.00  495.00 

1975   440.70  571.50  571.50 

1976-79   444.60  571.50  571.50 

1980-85   452.40  630.00  630.00 


MAXIMUM  TAX  ON  SELF-EMPLOYED  PERSONS 


1970   .  $538.20    .   

1971   585.00  $666.00  $657.00 

1972   585.00  693.00  684.00 

1973-74   596.70  702.00  693.00 

1975   596.70  751.50  751.50 

1976-79   600.60  751.50  751.50 

1980-85    608.40  765.00  765.00 


Although  I  believe  that  most  people  will  be  willing  to  pay  increased 
taxes  to  assure  cost-of-living  increases  in  social  security  benefits,  a 
reasonable  degree  of  medicare  coverage,  and  coverage  under  the  cata- 
strophic illness  and  disease  program,  we  have  reached  the  point  of  a 
taxpayers'  revolt  against  tax  increases  which  are  used  to  fund  low- 
priority  and  unnecessary,  untimely,  or  inequitable  social  security 
benefits. 

Jack  Miller. 


XVII.  SEPARATE  VIEWS  OF  MR.  JORDAN  OF  IDAHO 


Provisions  of  this  bill  which  are  of  overriding  importance  are  those 
increasing  social  security  benefits  by  10%  and  increasing  veterans 
pensions  up  to  9%.  These  increases  are  necessary  to  help  social  security 
beneficiaries  and  veteran  pensioners  to  keep  up  with  the  rising  cost  of 
living  which  has  been  eroding  the  purchasing  power  of  their  fixed 
incomes.  Regardless  of  the  fate  of  the  many  and  varied  other  pro- 
visions of  the  bill,  it  is  essential  that  Congress  act  on  these  benefit 
increases. 

The  trade  provisions,  on  the  other  hand,  do  not  appear  to  me  to  be 
either  necessary  or  desirable.  I  am  not  convinced  that  the  beneficial 
effects  claimed  by  the  proponents  of  this  legislation  would  not  be 
greatly  outweighed  by  the  unfavorable  consequences  which  it  could 
bring  about  for  the  international  trading  position  of  the  United 
States.  The  restrictive  quota  provisions  may  invite  retaliation  in  kind 
from  other  nations,  especially  the  Common  Market  nations  and  J apan. 
Such  retaliation  would  seriously  jeopardize  U.S.  exports,  particularly 
agricultural  exports. 

In  recent  years  a  major  contributor  to  our  balance  of  payments  and 
to  national  and  regional  economies  has  been  agriculture.  In  fiscal  year 
1970  record  commercial  sales  for  dollars  pushed  total  agricultural 
exports  past  the  $6.6  billion  mark.  U.S.  exports  to  Japan  alone 
reached  $1.09  billion  in  1969/1970— the  first  time  that  such  exports 
to  a  single  country  have  surpassed  the  billion  dollar  level.  The 
economy  of  my  own  State  was  boosted  by  about  $64  million  in  1969/ 
1970  through  agricultural  exports.  American  agriculture  has  achieved 
these  results  only  through  sustained  and  intensive  work  to  develop  and 
maintain  foreign  markets  and  we  cannot  afford  to  jeopardize  these 
markets  by  enacting  restrictive  quota  legislation. 
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XVIII.  ADDITIONAL  VIEWS  OF  MR.  HANSEN  ON  THE 
TRADE  ACT  OF  1970 

I  support  the  Trade  Act  of  1970  as  adopted  by  the  Committee  on 
Finance  as  an  amendment  to  H.R.  17550. 

The  so-called  Trade  Act  of  1970  has  been  misrepresented  and  mis- 
understood by  the  public  media  and  by  its  opponents.  It  is  not  a 
highly  restrictive,  "protectionist"  trade  measure.  On  the  contrary,  it 
would  achieve  much  needed  reform  in  our  current  trade  laws  which 
would  preserve  American  jobs  for  American  labor  and  insure  that 
industries  which  are  suffering  from  excessive  and  unfair  foreign 
competition  will  be  given  an  opportunity  to  survive  as  viable  entities 
in  the  United  States.  What  does  the  Trade  Act  of  1970,  as  adopted  by 
the  committee,  accomplish  ? 

First,  it  revises  our  "escape  clause"  and  "adjustment  assistance 
provisions,"  very  much  along  the  lines  that  were  proposed  by  Presi- 
dents Johnson  and  Nixon,  so  that  industries,  firms,  and  workers  who 
are  seriously  or  severely  injured  by  increased  imports  could  receive 
the  relief  to  which  they  are  entitled.  Contrary  to  published  reports 
the  committee's  amendment  on  tariff  adjustment  and  adjustment  as- 
sistance is  completely  compatible  with  international  obligations  of  the 
United  States  and  gives  the  President  great  flexibility  in  determining 
the  adequate  remedy. 

Second,  the  Trade  Act  of  1970  would  broaden  the  President's  au- 
thority to  deal  with  unfair  trade  practices  including  foreign  subsidies, 
dumpling  or  price  discrimination  and  other  discriminatory  acts  against 
American  exporters. 

Third,  it  would  provide  the  President  with  tariff  cutting  authority 
of  up  to  20  percent  to  meet  certain  international  obligations  whenever 
an  action  on  our  part  would  affect  a  trade  concession  granted  by  the 
United  States. 

Fourth,  it  would  impose  quotas  on  textile  and  footwear  articles 
unless : 

(a)  The  President  found  that  it  was  not  in  the  national  in- 
terest ; 

(b)  The  President  found  that  such  imports  were  not  disrupting 
the  United  States  market ; 

(c)  The  President  found  that  such  imports  were  needed  to 
stem  inflationary  pressures ;  or 

(d)  The  President  was  able  to  conclude  voluntary  agreements 
with  foreign  countries. 

Thus,  the  quota  provisions  are  entirely  flexible  and  would  likely 
never  take  effect  if  foreign  countries  reasonably  regulated  their  exports 
of  these  sensitive  products  to  the  United  States. 

Fifth,  the  Trade  Act  of  1970  would  establish  the  policy  that  when- 
ever imports  threaten  to  jeopardize  the  national  security  the  Presi- 
dent should  impose  quantitative  restrictions  (import  quotas)  to  regu- 
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late  such  imports  to  a  level  commensurate  with  the  preservation  of  the 
national  security.  I  will  go  into  more  detail  on  this  provision  later 
in  this  statement. 

Sixth,  the  Trade  Act  of  1970  would  maintain  the  independence 
of  the  Tariff  Commission  from  excessive  executive  influence  and  con- 
trol, which  is  in  keeping  with  the  congressional  intent  for  the  estab- 
lishment of  the  Tariff  Commission  in  1916. 

Seventh,  the  Trade  Act  of  1970  would  authorize  and  direct  the 
President  to  conduct  a  number  of  thorough  studies  on  the  adequacy 
of  international  agreements  and  with  respect  to  certain  outstanding 
problems  in  the  field  of  international  trade. 

Eighth,  the  Trade  Act  of  1970  gives  the  President  a  stronger  nego- 
tiating position  to  achieve  complete  free  trade  in  automobiles  between 
the  United  States  and  Canada  which  Avas  originally  intended  by  the 
U.S. -Canadian  Automobile  Agreement. 

Finally,  the  Trade  amendment  would:  (a)  require  the  Secretary 
of  Commerce  to  provide  more  accurate  statistics  on  foreign  trade ;  (b) 
impose  certain  quantitative  restrictions  on  mink  and  glycine;  and  (c) 
close  a  loophole  in  the  current  meat  quota  law. 

I  am  particularly  concerned  with  the  national  security  provision 
of  this  bill  which  has  been  particularly  maligned  by  its  opponents. 
In  the  first  place,  let  me  describe  what  the  provision  accomplishes. 
Under  present  law,  if  the  Director  of  the  Office  of  Emergency  Pre- 
paredness should  find  that  imports  of  a  particular  commodity  were 
threatening  to  impair  the  national  security,  he  shall  so  report  to  the 
President  who,  if  he  agrees  with  the  Director's  finding,  would  have 
authority  to  take  whatever  action  he  deems  necessary  to  adjust  imports 
in  order  to  safeguard  the  national  security.  In  other  words,  the  Presi- 
dent has  complete  flexibility  under  the  present  statute. 

There  is  much  logic  in  the  position  that  whenever  a  national  security 
issue  is  involved  because  of  imports,  imports  should  be  regulated  in  such 
a  way  as  to  prevent  them  completely  inundating  the  domestic  market 
and  thus  driving  out  United  States  productive  capacity  or  severely 
impairing  the  ability  of  the  domestic  industry  to  meet  our  civilian  and 
military  needs  in  case  the  foreign  source  of  the  material  was  cut  off. 
This  implies  that  a  certain  amount  of  stability  in  the  level  of  importa- 
tions is  necessary  to  accomplish  the  national  security  objective  of  the 
provision. 

The  degree  of  certainty  cannot  be  provided  by  means  of  a  tariff  or 
duty.  If  the  tariff  was  set  too  high  it  could  shut  out  so  much  foreign 
supply  that  consumer  interests  would  be  hurt.  On  the  other  hand,  if 
the  tariff  was  set  too  low  it  would  allow  so  much  imports  that  domestic 
production  and  reserve  capacity  could  be  impaired  and  the  national 
security  endangered.  There  is  no  scientific  approach  to  the  setting  of 
a  tariff  which  would  be  so  precise  that  it  would  regulate  imports  at 
just  the  right  level  to  preserve  the  national  security  without  jeopardiz- 
ing the  interest  of  American  consumers.  This  is  particularly  true  in 
the  case  of  oil  imports  for  reasons  that  I  will  describe  below,  but  it 
is  also  true  in  the  case  of  other  imports  which  may  be  found  to 
jeopardize  the  national  security. 

I  am  sure,  for  example,  that  if  the  footwear  or  textile  industry 
brought  a  case  to  the  Office  of  Emergency  Preparedness  and  imports 


455 


of  these  products  were  found  to  impair  the  national  security  that  its 
proponents  would  not  be  advocating  a  "scientific"  tariff  to  regulate 
imports  of  footwear  and  textile  articles.  In  the  interest  of  "consumer- 
ism"  they  would  want  the  assurance  that  imports  would  be  set  at  a 
level  reasonable  enough  to  take  a  fair  share  of  the  market  without 
driving  the  productive  capacity  in  those  industries  out  of  this  country. 
But  many  of  the  supporters  of  quotas  for  footwear  and  textile  im- 
ports, are  opponents  of  oil  import  quotas,  and  support  a  tariff  scheme 
to  regulate  oil  imports. 

The  opponents  of  the  national  security  amendment  argue  that  it 
will  cost  the  American  consumer  billions  of  dollars.  This  is  patently 
false,  but  even  if  it  were  not,  one  wonders  whether  their  concern  for 
"the  consumer-  includes  those  of  us  who  wear  shoes  and  clothing. 

The  Director  of  the  Office  of  Emergency  Preparedness,  who  was  a 
member  of  the  Cabinet  Task  Force  on  Oil  Import  Controls,  un- 
equivocably  stated  before  the  committee  that  tariff  rather  than  quotas 
on  oil  would  tend  to  drive  up  prices.  He  also  informed  us  that  it  was 
a  unanimous  decision  on  the  part  of  the  Cabinet  Committee  dealing 
with  oil  imports  that : 

Recent  developments  have  increased  misgivings  about  moving 
to  a  tariff  system  at  this  time  and  about  a  tariff  system  as  a 
feasible  method  of  controlling  oil  im ports. 

The  recent  interruption  in  the  flow  of  oil  to  Europe;  while 
comparatively  small  in  quantity,  has  caused  significant  disruption 
of  the  international  oil  situation. 

Two  other  considerations  are  at  least  as  important  to  me.  First 
it  appears  that  our  country  icill  be  in  a  transitional  situation  for 
some  time  with  regard  to  oil.  if  only  because  of  the  uncertainty 
as  to  the  date  Alaskan  oil  will  be  available  and  the  effects  of  the 
environmental  programs.  Secondly,  new  estimates  indicate  we 
have  a  more  severe  problem  than  we  estimated  six  months  ago 
in  preventing  an  unwise  dependence  on  relatively  insecure  sources 
of  supply  by  even  as  early  as  1975. 

The  individual  members  of  the  Oil  Policy  Committee  are  im- 
pressed in  varying  ways  by  each  of  the  three  considerations  men- 
tioned above.  All  of  us  recognize  that  the  method  of  control  is 
a  means  to  the  national  security  end.  which  includes  limiting  U.S. 
dependence. 

Because  of  these  factors,  the  Oil  Policy  Committee  concurs 
with  my  judgment  that  we  discontinue  consideration  of  moving 
to  a  tariff  system  of  control,  but  rather  continue  with  our  efforts 
to  improve  the  current  program.  (Page  287  of  the  committee 
hearing  on  the  Trade  Act  of  1970.) 
It  is  ironic  to  me  that  those  who  would  advocate  the  imposition  of 
import  quotas  to  protect  the  domestic  footwear,  textile  and  dairy  in- 
dustries (without  apparent  regard  to  the  consumer  interests)  would 
argue  against  import  quotas  on  oil — the  only  commodity  which  has 
qualified  under  the  national  security  provision  of  our  trade  laws.  A 
recent  high  official  in  the  U.S.  Government  has  claimed  that  import 
quotas  on  textile  and  footwear  articles  will  cost  the  American  con- 
sumer $3.7  billion  a  year.  Proponents  of  quotas  on  these  products  will 
conveniently  overlook  this  statement  by  a  high  U.S.  official  or  will  con- 
demn it  as  misguided  and  erroneous  thinking,  while  at  the  same  time 
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latching  on  to  equally  if  not  more  erroneous  thinking  with  respect  to 
the  consumer  effects  of  oil  import  controls. 

The  oil  import  program  has  been  supported  by  four  U.S.  Presidents 
of  both  political  parties — Presidents  Eisenhower,  Kennedy,  Johnson, 
and  Nixon.  It  is  a  necessary  adjunct  to  preserve  our  ability  to  muster 
sufficient,  secure  sources  of  supply  of  this  vital  material  to  meet 
existing  or  potential  civilian  and  military  needs.  President  Ken- 
nedy was  particularly  concerned  about  this  matter  and  he  issued  the 
proclamation  which  established  a  region  formula  for  controlling  oil 
imports.  As  President  of  all  these  United  States,  I  believe  he  saw  the 
need  to  protect  the  national  interest  and  not  to  balkanize  this  country  I 
into  warring  regional  producer  and  consumer  interests,  as  some  of  the 
opponents  of  this  program  appear  to  be  doing. 

Finally,  let  me  say  that  the  national  security  provision  would  not  in 
any  way  affect  the  President's  flexibility  to  adjust  the  level  of  oil  im- 
ports as  he  deems  necessary.  It  does  not  "freeze"  or  "lock  in"  the  pres- 
ent import  program  as  its  opponents  contend. 

Clifford  P.  Hansen. 

o 


7808LE B  1 


I 


